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REPORT AND ORDER AND NOTICE OF PROPOSED RULEMAKING © 


Adopted: December 22, 1975 ; Released: January 7 


1976 


By the Commission: Commissioner Hooks issuing a separate statement. 


I. PRELIMINARY STATEMENT 


l. This investigation are rulemaking proceeding 


was 


instituted in 1972 to determine whether the Commission should modify 


the present international formula which was prescrired in 


1943. That 


formula governs. distribution by Western Union Telegraph Company (WU) 


arora the internaticnal record carriers (IFCs) of outkound 
_ international message telegraph traffic. Our teasers for 

this proceeding are fully presentec at 43 FCC 1174 (1973), 
tion Order). In a subsequent order, 47 FCC 2d 225 (1974), 


, wunrouted 

institutine 
(Designa>. 
we mecified 


eur prececures because of a cortzeversy ameng the parties concerning 
the reliability ef informaticr sukritted by the International Cueta 


Eureau (ICB). 1/ 


2. Pursuant to our orders, Statements of Fact and 


Memorandums of Law were filed or culy 1¢, i974 Ey Canacier 


Naticnal 


Railway (CR), Caraciar FBacific, Ltd. (CPL), ITT, FCA Glokal Ccommunica- 


tions, Inc. (RCA), TRT Telecommunications Corporation (TRT 


EE A ES 

1/ The IQB is the professional staff of the International 
mittee (IFC), a body composed of representatives of the 
to traffic under the formula. Section XI of the formul 


), Western 


Formula Com= 
IRCs entitled 
a places 


administration of its provisions with the IFC. In carrying out its 
function to instruct WU to which carriers it is to distribute traffic, 
the IQB maintains data on traffic volume~ and distribution. The 


Designation Order made the IFC and IGB parties for the 
viding the respondents with data for their use in respo 
designated issues. 43 FCC 2d at 1182. 


purpose of pro- 
nding to the 


In addition to these 
filed Comments and 
on August 30, 1974 a Reply, in which it raised the question whether 
the formula governing distribution of outbound message telegraph 


Union International, Inc. (WOI), and WU. 2/ 
Statements, Comsat General Corp. on Inly 8, 1974 


traffic destined to ships at sea (maritime formula) should be revised. 
On August 19, 1974, all respondents except CNR and CPL filed 

Responses to the initial Statements and, on September 6, 1974, Replies. 
During April, 1975, WU submitted to the parties and the Commission 

the results of its study of outbound message traffic. Based on the 
results of this study, the parties filed on August 1, 1975, Supplementary 
Comments and on August 28, 1975, Supplemental Replies. In 

addition to these formal pleadings, statistical data were submitted 

by the IQB. Not submitted for consideration in this inquiry, but in- 
corporated ky reference inte the pleadings of RCA and ITT, was a 
document prepazed by the Policy Support Division, Office of Telecommuni- 
cations, United States Department of Commerce (OT) entitled Policy Fe= 
search Estimate, Working Draft, The International Formula for the Dis- 
tribution of Unrouted Telegraph Messages, dated June 2, 1975. To the 
extent useful in considering the argument. 


of this document. The foregoing items, plus 
Designation Order, constitute the record for dec 


Summary 
3. After considering the views of the parties and other 
material before us, we have concluded that the present method of dis- 
tribution embodied in the international formula is unjust, unreasonable, 
inequitable and not in the public interest; and that the formula should 
' therefore be replaced as provided below. In reaching this conclusion 
we find that the present formula, 
fails to meet the statutory standard 
either in concept or in operation. 
present formula, with its basic unit the 
sharing device which is by definition antithet 
competition which Congress soug 


in Sections ~ ~(e) (1) and 222 (e) (3) 
As we expiain more fully below, the 


ical to the free flow of 


—————— 
2/ The French Telegraph Cable Co. (FTC) and United States-Liberia Radio 


Corporation (U.S. Liberia) were also named as parties to this 
inquiry. Both carriers filed statements that they did not wish to 


participate in the inquiry, but stood ready to implement any decision 
of the Commission. 


s of the parties, we will take notice 
the pleadings considered in the 
ision in this proceeding. 


under the circumstances prevailing today, 


quota system, represents a market~- 


ht to encourage and enhance.. Whatever may have 


seeps ne 


epee eee RN ee pee eee eee ee ere 
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been the justification for this arrangement under the unique 
circumstances facing us in 1943, the present conditions in the industry 
and the economy generally indicate that such practices now work 

‘ against the public interest. We have also found that the formula 

has not worked well in practice. Due to weaknesses in the formula 
structure and changes in the industry which the formula failed to predict 
or allow for, serious distortions have developed in. the pattern of 
distribution which appear unlikely ever to correct 

themselves. These distortions have made the present formula inequitable 
as among the parties and have worked against the public's interest in 

a strong, efficient public message service. In these circumstances, 

we believe the formula hasoutlived its usefulness and should be re- 
pealed. In place of the present formula, we will place distribution 

of traffic on the choice of the customer. For reasons discussed fully 
below, however, we cannot move immediately to required customer routing. 
In the interim, we have prescribed a new formula which distributes un- 
routed traffic among the IRCs in the same proportions as each carrier 
handles routeé traffic. In this way, the inequities of the present . 
distribution will be eliminated and the carriers encouraged to seek 
specific routings from customers. In the material which follows we will 
set out (1) the historical background, (2) a summary of the contentions 
of the parties, (3) our findings with respect to the designated issues, 
(4) our conclusions with respect to the present formula, (5) the interim 


method of distributing outbound traffic, and (6) the measures we intend to 
take toward implementation of the. all-routed method of distribution. 


A. Historical Background 


4. The present international formula was prescribed in 
1943 pursuant to Section 222(e) (1) of the Act 3/ in connection with our 
approval of the plan of merger submitted by WU and the Postal Telegraph 
Cable Company (Postal). Section 222 had been added to the Act to 
permit merger of the two remaining domestic telegraph companies with 
extensive nationwide public message services. Congress imposed on the’ 
permission to merge ancillary restrictions to control the power WU would 


3/ 47 U.S.C. 3222(e) (1) provides in pertinent part that 


fi/n the case of any consolidation or merger of 
telegraph carriers pursuant to this section, the 
consolidated or merged carzier shall, ..-.- 
distribute among the international telegraph 
carriers, telegraph traffic by wire or radio de- 
stined to points without the continental United 
States, and divide the charges for such traffic, 
in accordance with such just, reasonable, and 
equitable formula in the public interest as the 
interested carriers shall agree upon and the 
Commission shall approve ...- - 


achieve by its consequent de facto domestic monopoly. For present 
purposes, the two relevant restraints are the divestment requirement 

in Section 222(c) (2) and the requirement of Section 222(e) (1) for a 
formula to govern distribution of traffic by WU among the IRCs. 

These requirements were occasioned by the fact that, prior to merger, 

VU operated an extensive internaticnal message telegraph network (WU Cables 
Division) in addition to its domestic network. As a condition of 

merger, WU was required to divest itself of its international facilities. 
However, because WU was subject to certain legal commitments, Congress 
believed that divestment might be delayed. For this reason, Congress did 
not make divestmert a pre-condition of merger. 4/ In tke interin, 

Congress imposed a requirement for a formula to govern distribution of traffic 
which weulé prevert WC frer using its Gorestic merepely power to the 
detrinert of its international corgpetitors. 


5. Prior to the merger, RCA was the only IRC which maintai i 

offices in the main international terminal cities at New York and — a 
Francisco. The others relied largely on connections with WU and Postal for the 
iki Misiecdieds States handling of their overseas traffic. WU exchanged 

traffic between its domestic operations and its Cables Division. The ~ - 
component companies of ITT had similar arrangements with Postal, which wtil 
1940 had been affiliated with ITT. Various IRCs also had arrangements with 

WU (domestic) for exchange of traffic to and from hinterland points. In 
addition, RCA and Mackay Radio & Telegraph Company ; i 
(a predecessor constituent of ITT) also 

operated a few domestic radio circuits linking major cities, which they 
used chiefly for domestic handling of their international traffic. 


' However, with the disappearance of Postal after the merger, and the termina- 


tion of the Mackay and RCA domestic circuits during World War II, the 
IRCs after merger were dependent on WU for the domestic handling of their 
traffic. 


6. To accomodate their concerns, the parties developed 
a formula based on quotas for each carrier which, by freezing the carriers’ 
pre-merger positions, would prevent wu from favoring itself. 5/ 


4/ 47 U.S.C. $222 (c) (2) provides in pertinent part that 

/a/ny proposed consolidation .. . shall provide 
for the divestment of the international telegraph 
operations theretofore carried on by /WU/, within 
a reasonable time . .. as soon as the legal obliga- 


tions . . . /of WU/ will permit. 


S/ Section 222(e) (1) provides that the Commission shall prescribe a 
formula only in the event the interested parties cannot agree upon 
one. After reaching agreement, the parties submitted their proposal 
to us for review. In our review, we found objectionable certain 
features of the carzier agreement and modified them. For this reason, 
we prescribed rather than approved, the present formula. 


The formula divides international destination points into three 
"Areas" -<- "A" (Atlantic), "B" (Latin America), and “c* (Pacific) <- 
grouped according to the facilities used to serve points within them 
‘and the carriers which then operated there. These Areas are broken 

down into a number of "Subareas." For the purpose of applying the 

quota system, the basic unit is the subarea. The formula also divided 
points of origin in the United States into two classes: (1) New York, 

San Francisco and Washington, D. C. (called "gateways") and (2) other 
United States points (called “hinterland"). Essentially, there are 

two separate formulas provided for -- one for gateway-originated traffic 
and one for hinterland-originated traffic. Based on the above, the 
formula provides to named IRCs a quota for each category of traffic, 

for each subarea of destination, and for each recognized origin point. 6/ 
A carrier's quota for each category of traffic is defined as the ratio of 
r-utbound traffic in that category handled by that carrier during . 

1942) to the tetal traffic handled that year by all carriers serving that 
point. Essentially, then, a carrier's quota represents its market 

share during the base period. 7/ WU was directed to apply the quotas 

so that each eligible IRC received a proportion during the current period of 
"gross international tolls" 8/ equal to its quota. There was, how- 

ever, a problem inherent in the quota system arising from the fact that, 
irrespective of quotas, an IRC was to receive all traffic specifically 
routed by the sender via that carrier. Because of this feature, WU 
would be able to insert routings via WU Cables on any message and thereby 
divert traffic to its own facilities. To counter this, therefore, the 


s/ Each IRC does not have a quota for every destination point.. Generally, 
a carrier received a quota if that carrier operated to individual 
points within the appropriate subarea at the time of the merger. 


7/ Because World War II had interrupted service in 1942 to certain 
points, the formula provided that upon reestablishment of service 
quotas should be calculated with reference to the last 12-month 
period in which communications were conducted before interruption. 


8/ The term "gross international tolls" is defined in the formula as 
(1) tolls payable to or collectible by an IRC. at the U.S. gateways 
as if all traffic had originated at the gateway, less WU's payment for 
its landline haul (if the message did originate in the gateway) or 
(2) rental income for a leased circuit used to transmit traffic. 
See International Formula, Section V. This provision was designed 


to compensate for the fact that individual messages in a given 
category might differ in length. 


formula provides a mechanism (balancing provision) designed to restore 

the general market shares. If a carrier exceeded its quota in any 

category solely from routed traffic, WU was to withhold from it an equivalent 
amount of unrouted traffic in other categories to balance the excess. bo 4 

a carrier failed to receive its quota in a given month, the distribution 

was to be adjusted in later months t compensate it for the deficiency. 


7. Beyond its basic features, the formula includes 
several special provisions aimed at particular problems or concerns nf 
individual carriers. First, under the formula, RCA wes entitled te receive 
specifically-routed traffic destined to Areas A and B; but received no 
unrouted traffic originating in the gateways (it dees have 
quotas fer hinterland traffic). Instead, Schedule B to the formula provided 
that RCA was to receive approximately 61.5% of WUI's quotas °/ for 
traffic destined to the subareas, Continental Europe and Beyénd the Con- 
tinent, of Area A. RCA and WU had entered into a contract in 1931 pro- 
viding for a similar shift of a block of traffic, apparently to compen- 
sate RCA for the fact that it turned over to WU more inbound traffic . 
than it received outbound traffic from WU. Second, in 1943 United States 
traffic to certain points in Australasia routed via cable was 
generally handled by transfer to CNR or CPL, since the only direct 
cables to those points ran from Canada. To preserve the status quo 
with respect to this traffic, and to protect the rights of CPL under 
its contracts with Postal, the fermula therefore provided a special arrange~- 
ment for traffic to points in Australiasia and the British West Indies. In 
general terms, the provision created a separate quota system applicable 
to these carriers designed to preserve their pre-merger position. Third, 


‘ when we amended the formula in 1963 to reflect the creation of WUI, we 


added a special provision to designate particular WU public offices in 

New York, Washington, and San Francisco as WUT public offices, so that 
traffic filed in such offices would, absent a specific routing via another 
carrier, automatically be considered as specificaliy routed via Wur. 

This was done to spare WUI, in its early years, the expense of establishing 
its own offices and to put it in a position comparable to its competitors. 


B. Contentions of the Parties 
8. ITT listed certain features of the present formula which 
it characterized as particular problems requiring correction. See 43 


—— annem 

9/ In 1943 the provision applied to Wu's Cable Division. In 1961, 
when Wt was formed from WU's divested overseas facilities, WCUI succeeced 
te WU's obligations under this provision. 


Fcc 24 at 1176. In commenting on ITT's arguments, TRT supported ITT's 
request for revision and included some specific matters which it believes 
need correction. In summary, the following is a list of the items 

‘which the proponents advanced as defects in the formula: 


(1) The anticompetitive market share quota system; 


(2) The "balancing system" which deprives a carrier 
of unreuted traffic when it increases its 
propertion of routed traffic; 


(3) Basing quotas for unrouted traffic on the amount 
of self-generated traffic (gateways) ; 


(4) Denying a carrier a share of wnrouted traffic to 
a given point because it did not serve that point 
in the base year (1942); 


(S) The lack of a provision for adjusting quotas to 
meet changing circumstances; 


(6) The cumbersome and complex structure (separate quotas 
for gateway and hinterland, separate quotas fox 
each class of traffic, etc.); 


(7) The accumulated overages and deficiencies; 


(8) Schedule Bc the formula - special arrangement for 
RCA; 


(9) The special quotas for CNR and CPL (Appendix 1 to the 
formula); and 


(10) The designation of certain WU offices as WUT 
public offices. 


RCA and WUI generally opposed the request for formula revision. They 
contended that the present formula works well in practice and asserted 
that neither ITT nor TRT has shown any evidence that the public 

interest has been disserved. The opponents also challenged the assertion 
that the present formula stifles competition and noted that all carriers 


provide the highest quality service to the public. 10/ 


9. To remedy the alleged inequities of the present formula, 
ITT, TRT and WO have advanced a number of specific proposals for a 
new distribution which they assert will better serve the public interest 
ané simplify administration. Briefly, ITT recommended a distribution 
which ignores anIRC s self-originated traffic, directs WU to honor 
customer routings, and allocates unrouted traffic equally among all IRCs 
authorized to serve the destination point directly. TRI recommended 
a distribution of unrouted traffic based on each carrier's share of routed 
WU transfer traffic (ignoring self-originated routed traffic) to each 
destination point. Id. at 1179. WU, reflecting its desire to simplify 
or eliminate its role in administering the formula, advanced three 
alternative proposals. First, WU suggested replacement of a formula with 
a distribution based on a requirement for specific customer routings. Second, 
WU suggests that if a formula must be retained, then it should be 
permitted to transfer all unrouted traffic to the IQB or some other 
representative of the IRCs for distribution. Third, as a fallback posi- 
tion, WU requests that it be allowed to transfer all unrouted traffic 
to a given area to only one selected IRC. Id. at 1178. ‘ 


J 


10. In its Statement, ITT agreed that TRT's proposal 
might be a more logical and equitable basis for distribution of unrouted 
traffic; but only with certain modifications: 


(1) the distribution should be based on a 
country-by-country basis according to the 
destinations a carrier is authorized to serve 
directly; 


(2) self-generated gateway traffic could be 
excluded, but WU pickups in the gateway as well 

as the hinterland should be included in determining 
traffic percentages; and 


aE, 


10/ Since the formula is a rule within the meaning of Section 551(4) of 
the Administrative Procedure Act, 5 U.S.C. 8551(4) (1971), ITT's 
request for amendment of the formula constitutes a Petition for Rule- 
making. Accordingly, Section 553 requires that interested parties 
be given opportunity to present their views through written sub- 
missions, but does not require trial-type hearings. In the present 
case, all interested parties have been given opportunity to present 
their views and to challenge the views of other parties. There are 
no contested issues of fact; only the legal questions whether the present 
formula meets the statutory standard and, if it does not, what method 
of distribution will meet that standard. Therefore, weconclude 
that no party has been peejudiced by our procedures in this case and 
that a trial-tvpe evidentiary hearing, as requested by RCA and WUI, is 
neither required by the Communications Act and the APA nor necessary 
to the resolution of the question before us. Cf. Bell Telephone Company 
of Pennsylvania v. F.C.C., 503 F.2d 1250, 1265-6 (34 Cir. 1975)- 


Accordingly, we will deny the request. 


(3) calculation of proportionate shares should 
be based on an historical period, but should be 
updated every six months (with a six-month lag 
to allow for preparation of the calculations). 


ITT also indicated that, in the interest of simplicity, the WU proposal 
to distribute all unrouted traffic to a given area to one IRC would 

be acceptable, so long as each carrier received its proportionate share 
overall. TRY reiterated its position that unrouted traffic to each 
destination should be distributed in the same proportions as routed, 

and suggested that eligibility be based on the points a carrier lists 

in its tariffs. TRI also indicated that ITT's original proposal to 
divide unrouted traffic to every destination equally among the carriers 
serving that point ‘again, based on its tariff) would also be a fair 
and simple method. TRI challenges ITT's proposal to base distribution 
on direct service on the grounds that all carriers compete for traffic 
to the points they serve irrespective of whether those points are served 
directly or indirectly. In its Supplemental Response, ITT further 
modified its position to indicate that a distribution on a world-wide, 
rather than individual destinations, would be equitable; and would 
satisfy WU's desire for an easily-administered formula. Under this 

' proposal, there would be a single world-wide distribution of unrouted 
traffic, regardless of class, ba7ed on each carrier's percentage share of 
routed WU transfers (both gatew: ind hinterland origins). 


ll. In general, RCA and WUI argue that the above proposals 

- are no less arbitrary than the present formula and cannot be shown to 

serve the public interest any better. Further, since all the proposals 

are geared to increasing competition among the IRCs, they may actually 

be detrimental to that interest. In this connection, they note that one 

of the features of the present formula we specified in our order 

prescribing it was that, by reducing solicitation efforts, it 

would hold down carrier costs. In their view, the inevitable consequence 

of any of these proposals would be an increase in carrier solicitation efforts 
which would increase costs without improving service; and, since message woulc 
service traffic volume is static or declining, the increased costs | 
result in increased usage charges. 


12. WUI_ Counterproposals. In its Supplemental 
Comments, WUI included three proposals of its own for resolution of the 
formula, controversy. First, it suggested that the proposals for amencment 
of the formula be submitted to the Ifc. ll/ A pre-condition to this, however, 


1l/ Sections _xI of the present form.la provides that 
/i/n the event there is disagreement among the 
members of the /IFC/ with respect to any feature 
of the distribution of traffic under the formula, 
the disagreement shall be submitted to the 
interested carriers, including /WU0/ .... 


a 


10 


10 


would be equalization of the voting strength of the various 

members of the IFC. ITT nas four votes (based on four constitutent 
companies) and RCA has two (its own and that of Radiomarine Corp.), 
while the other carriers have only one vote each. If this situation 
were rectified, the matter could be submitted to the carriers for 
resolution, with the active participation of the Commission staff. 
Second, WUI suggests that, unrouted WU transfer traffic could be 
distributed in the ratio of unrouted traffic distributed during the 
period of the WU study. Routed transfers and self-originated traffic 
would be ignored. Third, WUI suggests that the separate gateway and 
hinterland quotas be replaced by one nationwide quota. in connection 
with the proposal, WUI would open its own public offices and abandon 
the designated WU offices, thereby placing all IRCs on an equal 
fo::ing. The quotas would be calculated aecording to the number of 
messages, relying on random distribution to assure that all carriers 
get a fair mix of long and short messages. WUI also suggests that 

all classes of messages be treated as a unit, thus simplying applica- 
tion of quotas. Schedule B would also be eliminated to place all 

IRCs in the same position. Next, WUI suggest* replacing areas A, B and 
C and all subareas with a distribution based on each destination 
country (the quota -rould be the same for each point as that of the sub- 
area of which it presently is a part). Next, WUI would eliminate the 
quotas for CNR and CPL and remove their obligations for payment of the 
expense: associated with formula operation. Pinally, WOi suggests that 
all RCA gateway traffic to areas A and B be counted in its quotas (RCA 
chose not to have gateway quotas to those points) to remove the dis- 


proportionate share of hinterland-originated unrounted traffic it now 


gets. 


13. TR opposes all of the WUl proposals on the grounds 
that they permit WUI to continue to receive most of the undue benefits 
it enjoys under the present formula. RCA supports the first and 
second WUI proposals, but opposes the third. RCA agrees that if voting 
power were equalized (ineluding less of one of RCA's two present votes), 
the rrc could be an effective forum for discussion of formula revision. 
As to WUL's second proposal, RCA believes it merits serious consideration. 
RCA states that basing distribution of unrouted traffic on the ratios in the 
WU study would eliminate ITT's most serious objection -- shifting unrouted 
traffic away from carriers who increase their routed traffic. 
The advantage RCA sees in this is that solicitation expenses, which un- 
doubtedly would increase, would be held at a lower level than under 
ITT's proposal and the effect on other IRCs of traffic shifts would be 
gradual. RCA objects, however, to the provision in WUL's third proposal 
for abolishing Schedule B. RCA believes that this proposal affects it 
alone and is in derogation of its contractual and formula rights, and that 
any change would have to be based on RCA performance data relating to the 
bene period (1942) which no longer exists. . 


11 ks 


14. Since WUI's proposals were presented outside the 
designated issues, we will treat them separately. After considering 
the proposals, we have concluded that none of them represents a 
suitable basis on which to resolve the formula inquiry. Essentially, 
they represent little or no change over the present fcrmula, at least 
in the short run. We are of the opinion that WUI's first proposal, 
even with equalized voting power, would not lead to an early 
resclution cf the dispute. The various party interests are strongly 
entrenched, sc that if there is any cenclusion it is likely to be a 
compromise which ignores the public interest we have been considering 
in this proceeding. We note that the present formula was the result 
of a compromise and that many of the problems we have seen in it have . 
come from the cumbersome structure thus develeped. We see no 
compelling reasons to delay further the resolution of the issues, 
especially since the result may be an equally arbitrary compromise. 
Turning to the second WUI proposal, and ignoring that the study results 
may not be representative of a whole year's performance, we believe 
that this proposal would perpetuate for the foreseeable future the 
distortions of the present distribution. We note that while WUI's pro- 
posal allows for shifts of traffic, it does so cnly ae the rocl ct 
unrouteé traffic shrinks. While we agree that Wul's third proposal 
would result in simplification of quota administration, we must nete La. 
that basing distribution cr current market shares will not change any 
of the basic infirmities we see in the present formula. Accordingly, 
we cannot adopt any of WUI's proposals as submitted. 


IZ. FINDINGS: THE PRESENT FORMULA 


15. To ascertain what has happened after 30 years of 
formula operation, we will look at the distribution presently being made 
under the formula (Issue one). For the purpose of our analysis we will use, 
as did the parties, th: results of the WU l3-week study, supplemented hy 
calendar-year 1974 figures reported by the carriers pursuant to Section. 
43.61 of the Commission's Rules and Regulations. 47 C.F.R. $43.61 (1974). 
In 1974, a total of 8,640,411 telegraph messages (all classes ) were sent 
outbound from the United States; which yielded revenues of $21,486,392. 
In this connection, we note that traffic volumes in recent years have 
fluctuated only slightly. Therefore, we will assume that figures for 
1975 will not significantly differ from the 1974 figures. 


16. Applying fhe results of the WU study (one quarter's actual 
results) to the 1974 figures, it appears that approximately 5-6 million 
messaces of the total are routed (WU transfers plus IRC pickups) and 3.0 
million unrouted; or roughly two-thirds and one-third, respectively. 
Further, o£ the total outbound traffic, 3.9 million messages were handled 
by WU and the balance directly by the [RCs. Of the traffic handled by 
wo, 76-35% is unrouted and 23.5% routed. It is to the approximately 3.¢ 
million wnrouted messages that the formula applies and for which we must 
provide an equitable methed of distribution in the public interest. As is 
apparent from these figures, unrouted traffic continues to represent a sub- 
stantial portion ef cutbound trartic and the equitable division thereof 
a matter of consequence to the IRCs. 
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17. Table 1 shows a summary of the results of the WU 
study broken down for each carrier plus the figures reported by the 
IRCs in their Supplemental Comments for traffic directly picked up by 
then. 


TABLE 1 


Number of Outbound Messages 


(WO Study) 
Carrier FIC Bis ey RCA TRI 
Wo Transfers: 
Unrouted 
Exclusive - 20,552 252,152 . 3,686 
Non-Exclusive - 58,204 - 79,332 5,852 
_ Sotal: - 78,576 331,484 9,538 
Routed 503 69,328 64,179 10,740 
Total Transfers 503 148,084 395,663 20,278 
Direct Pickups: (11,375) 363,272 361,216 60,639 
Total Traffic 11,878 511,356 756,879 80,917 
Carrier T5=-L wor CTHER ALL 
(CNR&CPL) 
“WU Transfers: 
Unroutec 
Exclusive 1,459 149,977 = 427,826 
_ Nor. -Exclusive = 110,943 5,413 259,744 
Total: 1,459 260,920 5,413 687 ,570 
Routes 29 65,774 Ce) 210,553 
Total Transfers 1,488 326,694 5,413 898 ,123 
Direct Pickups: [737] 276,554 fe) 1,073,793 


Total Traffic : 2,422 603,248 5,413 1,971,916 


Notes on Table 1: 


Wa reported combined Unrouted Non-Exclusive traffic for all carriers. 
Allocation has been made on the basis of the relative distribution of traffic 
at the WU minneapolis distribution office. 


FIC and US-L did not: supply information on their direct pickups. The 

baacketed figures shown for these carriers were calculated by applying 
the WU study results to the figures shown in their respective Section 

43.61 responses. 
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From the study, it can be seen that RCA receives more unrouted traffic 
(48.2%) under the formula than any other carrier, while overall it re- 
ceives only 38.4% of total traffic and 30.5% of routed WU transfers. 
ITT, on the other hand, receives slightly more (32.9%) routed WU trans- 
fers; but receives only 11.4% of unrouted transfers. Additionally, ITT 
picks up slightly more traffic directly from the public than does any 
other IRC (33.8%). WUI receives 30.6% of total traffic and 25.2% of routed 
transfers; but receives the second largest amount of unmrouted transfers 
(37.9%). The situation with respect to TRI is equally dramatic. TRT's 
share of routed transfers is 5.1% and its share of direct pickups 5.6%. 
Yet TRI receives only 1.4% of unrouted traffic. Thus, under the present 
formula, it is apparent that for all carriers there is no relation 
(either direct or inverse) between a given carrier's handling of routed 
traffic and its handling of unmrouted traffic. 


18. The significance of this, and the importance of unrouted 
traffic, can be seen by comparing the overall market shares of the IRCs 
with their shares of routed traffic only: 


TABLE 2 
(1) mee, (3) (4) 
Share of Routed Share of Direct Share of Total Share 
WU Transfers Pickuvs Routed (1+2) Overall (%) 
Carrier: Mi | TT 
FIC 0.24 1.06 0.92 0.60 
ry 32.93 33.83 33.68, 25.93 
RCA 30.48 33.64 33.12 38.38 
TRT 5.10 5.65 o> 4.10 
US-L 0.01 0.07 0.06 O.11 
WUL 31.24 25.75 26.65 30.59 
OTHER ~ - - 0.27 


As can be seen by comparing columns 3 and 4, there is a substantial dif- 
ference between a carrier's handling of routed traffic and its handling 
of traffic overall. The difference between column 4 (overall share) and 
column 3 (share of routed) is the inclusion of unrouted traffic. RCA 

and ITT handle roughly equivalent levels of routed WU transfers and direct 
pickups but, when unrouted traffic is included, RCA's overall share 
dramatically increases. A similar phenomenon exists as between WUI and 
ITT. Overall, wWUI handles significantly more (30.6%) traffic than does 
ITT (25.9%); but if umrouted traffic is eliminated, the situation is 
reversed. ITT handles 33.7% of routed traffic while WUI handles only 
26.6%. Another interesting phenomenon shown by Table 2 is that the car- 
riers' relative shares of routed WU transfers (column 1) correspond 
closely with their shares of direct pickups (column 2); in both categories, 
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ITT receives more routec traffic than does any other carrier. It is only 
when unrouted traffic is considered that the carriers’ relative market 
positions change and ITT drovs to third. 12/ 


19. The distortions in the present distribution my also be 
seen by the number of destinations to which one or another carrier receives 
all unrouted traffic (referred to as an exclusive point). From the data 
in Table 1, it appears that 62% of WU transfers end 25% of total outbound 
traffic falls into this category. Of tne 52 destination subareas recog- 
nized by the formula, 46 are exclusive points for gateway-origin: sed 
messages and 24 are exclusive points for hinterland messages. Since to 
most of these subareas some or all of the other IRCs handle routed 
traffic, these figures also indicate the lack of relationship between 
@ carrier's handling of routed traffic and its handling of unrouted. 
«Further, Table 1 also shows the extent to which RCA and WUI benefit 
from the existence of exclusive points. RCA receives 59% of all unrouted 
exclusive traffic, WUI receives 35%, while ITT receives less than Sh, 
and the other carriers each receive less than 1%. RCA receives virtwlly 
all wunrouted traffic from both the gateways and hinterland to all sub- 
areas of Arem C (Pacific). Additionally, RCA receives most unrouted 
traffic from the hinterland to subareas of Area A (RCA receives only 
routed treffic from the Eateways to Areas A and B). WUI receives the 
bulk of gateway traffic to most areas of Area A, as well as some hinter- 
land traffic and all unrouted to most points in South America. IT 
receives most gateway traffic for Caribbean points and a few European 
points (including one high-volume point, France). TRT receives all 
unrouted only to the Bahamas, British Honduras, and Columbia. Proportioned 
distribution is in effect for only 15% -f total treffic. If one con- 
siders that at its inception the presen. formula called for proportioned 
distribution of virtually all unrouted traffic, it is readily apparent 
that the present distribution has departed significantly from the drafters ' 
intent. : | 


wn 


ry, We have focused here only on the three largest carriers, since the- 
figures indicate that the relative positions of the smller carriers 
are affected only slightly by the distribution of wrouted traffic. 
Under the formula, TRT does not receive unrouted traffic to many of 
its service points, since they were added after the formula was 
prescribed. FIC does not receive any unrouted traffic at all. 
US-Liberia receives umrouted traffic to Liberia which is its only 
service point. Consequently, the unrouted traffic volumes of these 
carriers are too small to affect significantly the overall industry 
traffic statistics. 
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20. The serious distortions in distribution patterns noted 
above evolved over 30 years of formula operation and resulted from 4 
structural weakness in the formula itself. This weakness is the inter- 
relationship of the balancing provisions and the overall direction that 
a carrier receive all traffic specifically routed vie it. Since the 
formula sought to keep market shares static, it provided that a carrier 
which increased its proportionate share through routed traffic had to give 
up an equivalent amount of wnrouted traffic so as to restore overall 
balance. Conversely, if its share declined, it was to receive additional 
umnrouted traffic. In theory, this mechanism would offset any fluctia- 
tions in the mrket. However, because a carrier is always to receive 
its routed traffic irrespective of its quota, it is apparent that the 
palancing provisions: would work only so long as conditions in the industry 
did not deviate significantly from those in the bese year. Experience 
under this formula early indicated, however, that conditions were not 
static and that the balancing provisions were inadequate to deal with the 
dynamics of the dndustry. The TRCs expanded their gitewey operations, 
and self-generated treffic (by definition specifically routed) became 
a more important part of total traffic than it was during the base 
year. The repid increase in gateway-originated treffic. upset the 
delicate balance needed for the formula operation and caused a proportionate 
decline in the relative amount of unrouted traffic available to redress 
{mbalances. This led to the emergence of the "crerages" and “deficiencies” 
which have plagued formula administration since its inception and led to 
the effective demise of the proportionate distribution system. 


21. An overage occurs when a carrier exceeds its quota solely 
through routed traffic. A deficiency occurs when a carrier receives in- 
sufficient routed traffic to satisfy its quote. Since a customer routing 
4s inviolable, it is obvious that giving up urouted traffic would not 
bring @ carrier with an overage back to its quota. Conversely, unless 
routed traffic were taken away from such 2 cerrier, the unrouted traffic 
pool would be insufficient to restore @ deficient carrier to its quota. 
To deal with this dilemma, the IQB adopted two policies which it hoped 
would restore the overall telance. First, over she objections of Itt, 
the IQB set an overage (or deficiency) in a carrier's gateway quote for 
traffic to a particular subarea against a deficiency (or overage) in its 
hinterland quota for the same destination. Second, if this failed to 
restore balance, the IQB accumulated the resulting net overage or de~ 
ficiency from year to year. This was aprarently done in the hope that, 
over time, the imbalances would cancel each other. In practice, however, 
this resulted only in the accumulation of ever higher imbalances. The 
pleadings of the parties allege that at present RCA bas accumulated 
deficiencies of $49.8 million while ITT has accumulated overages of $24.6 
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million and WUI overages of $24.8 million. From the history of formula 
operations it appears that absent an-unforeseen change in market con- 
ditions, these imbalances will never correct themselves. 


22, We find the accumulation of large overeges and deficiencies 
as evidence that the formula feiled to keep market shares static. As 
such, we do not accord them any independent legal significance. They are 
merely bookkeeping entries which document the shift in filing traffic 
from WU to IRC public offices. This is not to say, however, that these 
imbalances are without importance. They have played a key role in bringing 
about the distortions in the present distribution we noted above. It is 
one of the ironies of the formula that a deficiency, which on the surface 
appears to be a detriment, is in reality a benefit; while an overage is 
a detriment. RCA has accumulated substantial deficiencies during the 
operation of the formula; but the result has been not a decline in its 
relative market share. Rather, its overall share tas increased due to the 

} unrouted traffic it receives under the formula. RCA receives this traffic 
largely because of its accumulated deficiencies. ITT, on the other hand, 
has accumulated large overages overall and, consequently, receives little 
unrouted traffic. As deficiencies and overages appeared, the formula 
provided that the distrioution be altered periodically to increase or 
decrease, respectively, a carrier's share of unrouted traffic. As this 
process continued, the ultimite effect wes that the carrier with the largest 
deficiency eventually came to receive all unrouted treffic to a given 
destination. 


23. In its Supplemental Comments, WUL cleiméd that ITT's argu- 
ments concerning the formula's disincentive to competition were fallacious. 
TTT Had argued that the. balancing provisions discourage carriers from 
seeking to improve service. WUI, however, noted that only 226,674 messages 
out of @ total outbound volume of 1,938,828 messages or 11.7% 13/ are 
presently subject to the palancing provisions. Therefore, WUL argued that, 


13/ WUL based its calculations on the results of the WU study and IQB 
figures. It took the total number of messages reported during the 
study period for nonexclusive destinations end compared them with the 
total volume reported for all destinations. These figures are 
broken down as follows: 


Carrier World 
IT 94 ,080 
RCA 78,414 
TRI 2,200 
WUL 52,380 
Other 


0 
Total 226,074 
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the small volume subject to proportionate distribution, it is unrealistic 
to assume that service quality could be negatively affected by the 
possibility of lost unrouted treffic. This argument, while reasonable 

on its face, ignores the fact that the reason little traffic is subject 
to proporionmate distribution is that for most destinations one carrier 
receives all unrouted trmffic. However, at its inception, the formula 
was designed to preserve proportionate distribution to most, if not all, 
destinations. Thus, all WUI's figures really show is that distribution 
under the formula has secome distorted. 


24. In this connection, however, we wish to note that we are 
not concerned here whetner or not a party can quantify negative immct 
of the formula. ITT did not claim that the formula has led to an immir- 
ment of service quality. At most, it argued that the iisincentive dis- 
couraged improvements in quality. This is precisely what concerns us 
aocut the present pattern of distribution. We cannot ignore the pos- 
sibility that quality of service could have ceen improved absent the 
inequities of the formula. In any event, oy placing distribution of 
traffic on a ratigy.l anc competitive casis, we can minimize this danger 
and maximize the possibility of future oenefits. For this reason, we 
velieve the distortions in cistribution patterns in the present formula 
are injurious to the puvlic interest and should oe eliminated. 
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25. Besidesthe general problems which apply equally to all 
carriers, there are certain special formula provisions which confer 
benefits on particular carriers to. the detriment of the others. These 
matters are Schedule B, Appendix 1, and the designation of WU offices 
as WUI public offices. 


26. Schedule B of the Formula. This refers to an arbitrary 
compromise agreement between WU and RCA which while rart of the formula, 
Operates outside the quota system. Under this agreement, in addition to 
its own quotas under the formula, RCA receives a substantial extra block 
of traffic taken from WUI's quotas destined to certain subareas of Area 
A (Atlantic). This agreement derives from an earlier (1931) exchange- 
of-traffic contract ovetween WU and RCA under which RCA transferred to 
WU all its inbound traffic destined to United States points beyond Now 

> York, Washington, San Francisco and Boston (where RCA operated its own 

2) offices). WU agreed in return to transfer to RCA all outbound traffic 
SO that, overall, RCA received from WU two outbound messages for every 
nine inbouné messages it trensferred to WU. This arrangement wes designed 
to compensate RCA for the fact that it transferred to WU substantially 
more inbound messages than it received outbound messages. 14/ 


27. As we nected in our 1943 prescription order, see 10 FCC 
at 190, Schedule B wes intended to redress the competitive disadvantage 
RCA suffered with respect to WU since, before the merger, it wes the only 
international carrier without significant access to the ninterland rarket. 
However, whatever validity Schedule B may have nad when promulgated, we 
can see no justification for its continuance under present conditions. 
While the provision does not directly affect the volwe of treffic any 
other carrier receives, since the traffic in question comes from WUI's 
quotas, we believe that there is an indirect effect on those carriers 
i. which is against the public interest. Traffic exchange agreements with 
1) most foreign administrations overate on the basis of proportionate return. 
i Propertionate return refers to the principle under which an entity 
pote icing traffic into a cowmtry receives outbound traffic from that 
country in the same oroportion as it handled the inbowne traffic. Since 


14/ Since WU did not operate in Area C (Pacific), traffic destined to 


points in that Aren were not covered vy the 1931 contrmct, nor oy 
the later Schedule B. 
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there are competing circuits to virtwilly all the points affected by 
Schedule B, other carriers are competing with RCA for return traffic from 
those points. Therefor, RCA receives an undue benefit from Schedule 5 

with respect to return traffic. More importantly, we cannot find any tenefit 
to the public in the provisions of Schedule B. There is nothing in the record 
which indicates that Schedule B is likely to lead to improved service or 
lower rates; and, since we believe special treatment inconsistent with the 
public interest, we find that Schedule B should be eliminated from any new 
method of distribution. 


28. After 30 years, we believe that any equities which justi- 
’14ed granting RCA this special treatment have ceen extinguished. Since 
divestment, all the IRCs have equal access to WU's domescic landlines 
and all engage in substantial gateway operations. Conversely, WU has ne 
better relationship with one carrier *han another. With respect to any 
pre-merger benefits WU my hve enjoyed, the benefits RCA ms received 
under Schedule B since 1943 and WU's withdrawal from international message 
operations have adequately compensated RCA. The only other justification 
offered for the provisions of Schedule B -- promotion of use of direct 
circuits wherever possible -- nas similarly been extinguished by changed 
circumstances. Today, since all IRCs operate both cable and satellite 
facilities, the putative advantage in RCA's being a radio carrier has disap- 
peared. RCA is a trong competitor in tk» international message ‘service anc 
does not need special protection. It is i. a position to compete wita 
the other carriers for traffic on an equal footing. Tuerefore, we celieve 
that Schedule B is inconsistent with the public interest in efficient 
communication service and should be eliminated from the new formula we 
are prescribing herein. 


29. We do not agree with RCA that because Schedule B is a 
contract which is presently effective, we must recognize its rights 
thereunder in an amended distribution. Section 222(2e)(3) provides that 
2 new distribution must “se, so far as is consistent with the public 
interest, in accordance with the existing contractial rights of the 
carriers.” 47 U.S.C. 8222(e)(3) (1971). The Act oy its terms does 
net require us to recognize existing contracts which we find to be con- 
trary to the public interest. Schedule B is merely another mrt of the 
formula and subject to our review in the same way, and under the same 
standards, as any other mart. The fact that RCA “enominates it 4 contract 
dees not alter its status in this proceeding. The present formula 
as a whole is the result of an agreement of the carties in which eaca 
gave up certain rights and gined others and can, therefore, be said : 
to constitute a contract between them. To characterize Schedule 3, and 


- 20 


by extension the whole formule, as RCA advocates would render Section 
222(e)(3) meaningless, since & new formula would necessarily be inconsistent 
with "existing contractwl rights of the carriers” and could never be 
changed. We do not believe Congress intended such an absurd result. 
Rather, to give effect to the apparent intent of Congress, Sections 
222(e)(3) must be regarded both as a protection for individwl carriers, 

by requiring us to consider certain of their contractiwil rights if any 
anendea formula, and as 2 delegation of authority to us to review those 
contracts in the public interest. 


30. We also note that Schedule B wes not in existence before 
the merger and only became effective upon our prescription of the formula. 
As we nave said, ic is an arbitrary compromise and amounts to 4 reformation 
of, and replacement for, the 1931 WU/RCA treffic exchange contract. 
Tnus, even if the contract langwege covers WU's orior contracts, it would 
not apply to Schedule B, since RCA chose to negotiate a new arrangement 
with WU to govern their relations after the merger rather than to rely 
on the protections afforded by the statute. Therefore, RCA cannot now 
rely on that provision to thwart amendment of the formula. 


31. We also regard Section 222(e)(3) as conferring upon us 
specific power to review contracts between the carriers and to determine 
whether they continue to serve the public interest. Unlike development of 
the original formula, amendment does not depend, even in the first 
instance, upon agreement of the carriers. Any party can invoke our 
jurisdiction to this end, or we can proceed om our own motion. Therefore, 
even where 8 provision takes the form of 4 "contract" ovetween the perties, 
the express language of the statute requires that it serve the public 
interest. Where, as here, we find the provision inconsistent with tnat 
interest, Congress gave us in Section 222(e)(3) tne power to prescribe 
a new distribution without regard to its provisions. 


32. Appendix Ons. Te concerns expressed above with res pect 
to Scnedule B apply equally to Appendix One to the formula. This provision 
sets forth a special arrangement respecting CNR and CPL and their handling 
of certain United States-originated traffic, pursuant to pre-merger cof@~ 
tracts with Postal. Under this provision, CNR receives traffic to any 
point routed by the sender over cable facilities which transit Canada. 
In addition to such routed treffic, CPI, also receives sufficient unrouted 
traffic destined to points in Areas B and C (i.e., the West Indies and 
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Australasia) so that its proportionate share of such traffic before the 
merger would be maintained. This arrangement was designed to recognize 
CPL's rights under exchange-of-traffic contracts it had concluded with 
Postal and which were still in effect at the time of the merger. CFL 
stated that it velieves it is entitled to receive traffic under this 
provision by virtue of the pre-merger contract and argues that the new 
formula should recognize those rights. CNR, however, has indicated it 
no longer wishes to participate in traffic distributed under this oro- 
vision since it states that the revenues it receives thereunder are not 
sufficient to justify its continued rarticipation in the costs of ad- 
ministering the formula. In view of our action herein, we will grant 
CNR's request to withdrew. 


33. We believe that this special arrangement 2180 should ve 
sermirated. The original justification vor the provision was that the 
enly direct cables serving tue affected points landed in Canada. 
Accordingly, we acquiesced to the arrangement to respect 4 customer's 
choice to route nis message via cable; even though that required ainter- 
mediate relays and created 2 greater potential for delay, which could 
nave oeen avoided by use of then-availabdle direct radio circuits. The 
fact that we were then engaged in World War II was 3n {important considera- 
tion in our approval of this arrangement. The availability of alternate 
routing through Canada for messages to Australasia wes considered 
imnortant to tne war effort. See 10 FCC at 193. After the war ended, 
however, that consideration ceased to be &@ mayor factor. Moreover, +oday 
those soinvs are served oy caole anc satellite facilities éirectly from 
she United States. Therefore, any operztional justification for tais 
circuitous routing has disappeared. In this situation, we believe that 
the puolic interest will be setter served by placing all carriers on 6n 
eqial footing with respect to tnis traffic. Traffic arbitrarily awarded 
under Appencix One could otnerwise Zo to other carriers wao have no less 
claim to it than sae Canadian carriers. Therefore, we conclude tnat 
Appenéix One disserves the public interest. Accordingly, we srall eliminate 
tre arrangement from the new formula. 


34, As we have noted, appendix One was designed to recognize 
rights under CNR's prior contrecs with «aU and CPL's prior contract wits 
Postal. Thererore, under our analys<s, this arrangement, 2° least insofar 
as it relates to CFL, is the type of contract Section 222(e)(2) was 
designed to protect. However, Appendix One, Like Schedule B, is 2 refor=B- 
tion of these prior contracts. Appendix One provides oy its own terms 
that, im the case of any con’Lict oetween its provisions and the pricr 
contracts, Appendix One shall control. Accordingly, CNR and CPL must 
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also be considered to have foregone the protections of Sections 222(e) 
(1) and 222(e)(3). In any event, Section 222(e)(3) expressly gives us 
the power to review Appendix One in this proceeding and, since we find 
it incon@istent with the public interest, to abrogate it in a new method 
of distribution. 


35. Our action herein does not deprive cither CNR or CPL 
of their rights to exchange traffic with WU to any point. These 
carriers will continue to receive all traffic specifically routed by 
the senéer via their facilities. Further, to the extent that they handl« 
routec treffic to any point, they will cvwlify wmder the interim formula 
for their proportionate share of umrouted traffic. It is only with 
recpect to unrouted traffic which was distributed on an arbitrery tasis 
that our action has any effect. Thus, CNR and CPL are placed on the 
same basis as all other carriers and can compete with them for all traffic 
they receive. In this way, we believe that unrouted traffic my be 
distributed equitably, without undue benefit to any party. 


36. As is apparent from our discussion of the interim formul:, 
the right to receive traffic carries with it a consequent responsibilit; 
to snare in the costs of distributim under it. With respect to CNR, 
we will grent its request to withdraw from mrticimtion in tne cistribu- 
tion of traffic under the interim formula, unless and until, it notifies 
us that is wishes egain to particimte. Until such time, any treffic 
specifically routed via CNR will be considered wunrouted for purposes 
. of the interim formula. With respect to CPL, we will assume, unless 
otherwise notified, that it wishes to continue to participate in the 
distribution under the conditions we nave set forth herein. 


37. WU/WUL Public Offices. Under the 1963 amendments to the 
formula, we added a provision which permitted certain WU (domestic) 
public offices in New York, Washington and San Francisco 15/ to de desi.- 
nated as WUI public offices, so that messazes filed ir those offices arc 


Is/ Specifically, the formula designates as WUI offices (1) all WwW 
public offices south of 60th Street in the Borovch of Manhatten, 
New York (at present there are three), (2) the main and one branch 
WU office in Washington (at present there is only one designated 
office), and (3) the min and one branch W office in San Francisco 
(now, only one office). WU Cables did not serve Pacific Points, so 
there was no WU "pateway™ in San Francisco as such. However, WU 
transferred Pacific-destined traffic to RCA in Sen Francisco. To 
allow WUI to begin operations on an equal footing with the other 
IRCs, we granted its request for a San Francisco gateway as part of 
the divestment proceeding. See 30 FCC 323, 371-6 (1961). 
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automatically considered as specifically-routed via WUI. This was 


done to spare WUI the expense of establishing its own public offices 

so that it could compete strongly with the established IRCs. ITT and 
TRT have challenged this provision as unduly favorable to WUI since 

it thereby continues to be spared the expense of mintaining public 
offices which the other IRCs must incur. Further, IIT believes this 
arrangement, due to the similarity between the respective names of the 
two companies, also fosters confusion among the using public (and some 
WU employees) as to the routing of international messages. IIT asserts 
that WUI is now a viable, aggressive competitor and should be required 
to open its own public offices. In response, WUI denies that it receives 
an undue advantage from this arrangement. WUI notes that ITT and RCA 
have more offices (14 for RCA and 10 for ITT) in New York than the three 
Wu/WUL offices (each carrier has one office in Washington and one in 
San Francisco) and that WUI is berred from opening its ow offices by 
its agreemern’ with WU. Further, WUI asserts that it rust pay WU’s land- 
line haul charges for each message it receives through these offices, 
wnile the otter IRCs do not pay WU for messages filed at their public 
offices. 


38. We are not concerned precisely with the question whether 
WUL achieves a quantifiable competitive : ivantage by the arrangement. 
Whether or not the money WUI saves by not operating its own public offices 
is offset by the additional landline heul it pays to WU (although we 
are inclined to believe that it is not), the use of WU pudlic offices 
as WUI offices is inconsistent with our new policies. The : 
present arrangement was a cerefully-drawn compromise which was intended 
to preserve each carrier's vre-divestment traffic shares in New York 
while not depriving WUI of former WU Cables traffic or forcing it into 
early outlays of cash for new offices of its own. See 30 FCC at 377-9. 
However, we specifically left open the question of future developments 
without opinion. 16/ During the past 14 years, WUI has become a viable 
carrier and no longer needs special arrangements to protect its position. 
We are not persuaded by WUL's argument that it is blocked by its con- 
tract with WU from opening its own offices. In connection with its 


l6é/ Western Union Divestment, 30 FCC 323, 38 (1961); 


What will happen in the future will, of course, depend 
on the competitive efforts and the effectiveness of the 
carriers. That, however, will be the naturel and prope 
result of operating in a competitive scciety. 
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counter proposals, discussed above at peragreph 12, WUI Supplemental 
Comments at p. 8. We find tt peculiar that in the one case WUI argues 
that it is legally unable to open offices; but wuder the other, it sees 
no such impediment. We are of the opinion that WUI is under no 

legal disability with respect to opening its own offices. 


39. ‘In reconsidering our approval of the WwW divestment, 
30 FCC 951 (1961) we stated that 


so long as /WUI/ desires to use the facilities of 
Western Union and have unrouted treffic filed at 
designated offices of thet compeny considered 
specifically routed vie fwur/, it should not be 
permitted to open additiomal competing offices of 
its own in the gateway cities. 30 FCC at 958. 


We are not here talking about opening additional offices; but of ree 
placing the designated WU offices entirely with its own offices. There- 
fore, neither our divestment order, nor the formule prevents WUI from 
following th: course. 


4O. Further, we believe that there is at least one way in 
which WUI is presently deriving a competitive benefit from this arrange- 
ment. We note tnat in New York and San Francisco, WUI mintains its 
own network of customer tielines for international telex; and that it 
is in the process of reterninating its Washington tielines (as well 
as the intercity lines between Washington and New York) at its own 
operating center .17/ Telex tielines are direct connections between a 
customer terminal and the WUI telex switch and are essentially automated. 
Consequently, they require less human intervention than the manning of 
2 public message counter such as those of the other IRCs. It appears ’ 
therefore, that WUI is operating its own competing telex network while 
relyinc on WU offices for the more labor-intensive message service. 

This we believe to be a substantial benefit -- mrticularly — Fy nae 
custor:ers my also use their tielines to file overseas ressages. 13 / 
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7} While WUI's tielines presently terminate at WU's Washington office, the con- 


centrator to which they are attached is owned by WUI and mintained 
oy WU pursuant to 2a contract. 


18/ We are concerned by the requirement in the WU/WUI contract that WUI 
may WU its specified landline haul charge whether or not WU picks 


up the message. We believe that WU is not entitlad to landline haul: 


charges where it has not performed any functions. See All America 
Tables and Radio, 15 FCC 293, 317 (1950). 
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While this is not a violation of the formula, we believe the policy 
reasons discussed above for requiring WUI to choose between 

using WU offices or its own, but not a mixture of both, should apply 
here equally. 


kl. As to WUL's contractwil obligation to WU, after 15 years 
we believe it bed policy for private Tarties to extend further a contract 
which is umnecessary and contrary to the public interest. In view of 
the stall volume of message traffic filed through the designated offices, 
the impact on WU from the loss of its landline haul charges for this 
traffic will de minimal end will he outweighed by the benefits of in- 
creased competition, we note, however, that WU cid not address in its 
pleadings the question of its contract with WUI. Therefore, we will 
mot rake any order respecting the disposition ef the WUL public offices 
at this tire. We note that under Section 214(d) of the Act, we have the 
power to require a carrier to open @ public office or offices. While 
we are not now instituting such proceedings, we are prepared to do so if 
that becomes necessary. In connection with this matter, we fave included 
in Section IV of the interim formula a provision labeled "special interin 
provision for WUL" continuing the essentials of the present wu/WUL arrange- 
ment. Upon the opening of new WUI offices, we shall amend the formula 
te remove the interim provision. 


III. SUMMARY AND CONCLUSIONS 
A. The Present Formula 


h2, In determining whether the present distrioution meets 
the statutory stancard, Section 222(e)(3) requires us to look both at 
private interests and at the public interest. It is clear that the 
various carriers have a legitimste and protected interest in assuring 
that their share of traffic uncer the formula be equitably determined. 
Since the formula governs relations between competitors, it is more 
difficult to measure its impact om the public. However, we believe that 
for purposes of this proceeding an appropriate general statement or the 
public's interest is the statutory requirement that we guarantee residents 
of the United States a rapid, efficient communications service witn ade- 
quate facilities and reasonable charges. 47 U.S.C. 8151. We believe 
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the mrket-sharing features of the present formula ere Lll-desisned to 
advance this statutory goal. In the early days of international tele- 
graphy, and particularly when cable carriers ana radio carriers were sep- 
arate entities, there was a vigorous competition which oenefitted the 
public in the form of increased service coverage and substantially re- 
dvuzed rates. Today, in services such as telex and leased channel there 
is still a vigorous. competition. “The disappearance of radio/cable com- 
petition and the institution of the formula significantly blunted, al- 
though did not eliminate, competition in message service. The charges 
for message service have not increased substantially, but there has been 
no stimulus under the present formula to improve service or increase 
efficiency. In this situaticn, we believe that the public is ill served 
by a formula which stifles user choice. 


43. In the designation order, we directed the parties to 
provide information concerning the effects on them, as well as the 
public, of any defects in the present formula (issue 3). From the 
responses to that issue, it is apparent that, like the effect on the 
public, the effects on the carriers of the mtters we considered above 
are impossible of concrete quantification. The inequities we outlined 
above did not occur suddenly; but evolved over time and were the 
result of interacting forces. While this. situation renders quantitative 
determination of the effects on individwil carriers and the public 
exceedingly difficult, if not impossible, we believe the record be- 
fore us 28 well as elementary logic clearly werrents the conclusion 
that voth the individual carriers and the public have been harmed by 
the formula's denying a carrier unrouted traffic. The carriers so 
affected have seen their marketing efforts essentially nullified by 
the balancing provisions -- ironically, the more successful those 
efforts have been, the more the carrier has been penalized. The 
formula's arbitrary disregard of the public's role has thwarted its 
expectations and my have resulted in an improper allocation of 
resources. , Accordingly, we have concluded that those who have been 
injured are entitled to relief. 
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B. The New Method of Distribution 


4, In view of the foregoing, we have concluded that the 
present formula should be repealed. Since the special circumstances 
which prompted creation of the present formula more than thirty years 
ago no longer exist, we believe that traffic should be distributed on 
the basis of customer choice. In this way, the public interest will 
be best served, since the public will mike its own decisions. WU | 
and OT suggested that customers be required to specify the routings. 
While we agree in principle that we should proceed. in this direction, 
we do not believe that the record presently before us is adequate 
to adopt thts method at this time. 


45. Although the parties were not notice tmt we would 
consider a requirement for specific routings, neither the proponents 
nor the opponents of this method addressed the legal or economic 
issues raised thereby. Consequently, we are umable at this point 
to determine the extent of the economic burden which would result 
from a requirement for specified routings, or the proper shearing of 
that burden between WU and the InCs. The results of the WU study 
show that in 1974 epproximtely 3.0 million messages or some 35% of 
all outbound international traffic was umrouted. The study also 
indicates that a large number of customers either do not care to 
route their messages or that they are not familiar with the dif- 
ferent IRCs, since three-fourths of WU transfers are unrouted. We 
believe that this is because the IRCs have not effectively sought to 
reach these users and that this failure may prevent the efficient 
operation of a customer-routing system at this time. 


46, Because of the apparent unfamiliarity of users with the 
IRCs or their respective merits, required customer routings will require 
that such users be informed of their choices at the time of filing. For 
nearly half of all customers who file overseas messages, the only carrier 
with which they have contact is WU. Therefore, until IRC advertising 
can become effective, WU employees will be required to provide users with 
this information. Because 6f the number of customers invelved, we be- 
lieve this my place a substantial burden on W. None of the marties 
considered the increase in WU's costs which would follow from this ex- 
panded role, or the effect of that increase on the users of both domestic 
and international service. To assure that no prejudice will result, we 
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are of the opinion that suitable instructions and operating arrangements, 
agreeable to all concerned. are reeded to guide WU in presenting the 
public a mandatory choice among "Cs. The infermation now before us, 
however, is insufficient to prescribe those <nstructions oF operating 
arrangements. 


47. To gather the information we need for decision, we will 
direct the interested parties to address the matters we have discussed 
above. as well as any matters they choose to raise, concerning the impli- 
cations of the all-routed approach and the means to implement it in an 
expeditious and orderly fashicn. In the iv.terim, we will prescribe a dis- 
tribution of outbound traffic on the basis of the formula in the Appendix 
hereto. While we are considering the carrier responses, the interim 
formula will provide an equitable means of a@istribution which will focus 
on customer selection and give the IRCs a chance to solicit routings. 

In this way. the eventual role of WU in the informational and operational 
process will be reduced; as will the potential for unfair advantage to 

any party from that role. We expect that the IRCs will use this period 

to expand their solicitation efforts, so that the customer routing system 
will, work smoothly and efficiently. Further, we expect the parties during 
this period to work out mitually-agreeable procedures for implementat:on 
of the all-routed distribution system so that we can avoid later contro- 
versy on this point. Should the parties fail to agree on such procedures, 
however, we stand ready to prescribe them if that becomes necessary. 


48. Interim Formla. In develcping the interim formula, we 
have sought to eliminate complexities which have made the present formula 
difficult to administer and a source of controversy. For this reason, 
the interim formula treats all classes of messages as a whole, rather 
than individually as at present. For the same reason, we see no need to 
continue separate gateway and hinterland quotas. Rather, the interim 
formula recognizes only two categories of traffic -- routed and unrouted. 
WU will continue to distribute specifically-routed traffic to the desig- 
nated carrier. Unrouted traffic will be distributed pursuant to a sim- 
plified quota system fer all traffic wherever it originates in the United 
States. Further, we are discarding the concept of ''eross international 
tolls" as a basis for calculating a carrier's quota. Random distribution 
of messages as they are filed will, over the long run, insure that each 
carrier receives a fair share of revenues. We will also delete the bal- 
ancing provisions. since there is no longer any need for then. This will 
aiso eliminate the chief cause of the distortions in the present distri- 
bution and prevent the future accumulation of overages and deficiencies. 
Under the new formula, any short-run imbalances which may occur due to 
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traffic variations will correct themselves over time. One important 
feature of the interim formula is the provision for adjustment of the 
carriers! quotas. This will permit distribution to remain closely tied 
to changing conditions and assure that the present distortions do not 
recur. G 

49. Under the interim forma, a carrier is entitled to receive 
unmrouted traffic to all points it is authorized to serve. ITT had pro- 
posed that unrouted traffic be distributed on a country-by-country basis 
among those IRCs authorized direct circuits to each such point. T&T, 
on the other hand, would base distribution on the points a carrier tariffs, 
whether served by direct circuit or through interconnection. We believe 
that ITT's proposal in this regard is not suited to our overall goal. 
Beyond the problem raised by RCA of defining a "direct circuit" (which 
ITT does not address), basing distribution solely on direct circuits 
would leave significant gaps in providing for the handling of traffic. 
This is because there are numerous destination points in the world which 
no carrier serves directly. Under the ITT proposal, there would be no 
provision for umrouted traffic to these points. 


50- More fundamentally, however, we take exception to the 
philosophy underlying ITT's proposal. ITT, which has advocated competi- 
tion throughout this proceeding, here seeks to limit competition. The 
effect of this proposal would be to deny small carriers, such as TRT or 
FIC, significant unrouted traffic, since those carriers serve a higher 
percentage of their service points through intermediate connections. We 
cannot find a justification in the public interest to so limit competi- 
tion in this area. Since all carriers compete for traffic irrespective 
of routing, the only appropriate criteria are whether a carrier tariffs 
a destination point -- since a carrier may tariff only those points it is 
authorized to serve -- and whether a carrier handles routed traffic to 
a point. Therefore, eligibility for a quota will be based on the points 
each IRC lists in its tariff as of the release date of this order. If 
a carrier adds new service points, it will receive unrouted traffic to 
those points to the extent that it handles routed traffic. In this way, 
distribution can be updated to keep it in touch with changing circum- 
stances. By limiting adjustments to six-month intervals, WU can be cer- 
tain of its responsibilities and be spared the need for too-frequent 
changes in its distribution practices. 


§1. ITT and TRT also disagree on how to compute the volume 
of unrouted traffic: to each destination an eligible carrier is to receive. 
ITT proposéd that the volume be calculated on the basis of each eligible 
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carrier's share of WU transfer traffic (gateway and hinterland). TRI, 
on the other hand, argued for distribution based solely on hinterland 
WU transfers in the belief that inclusion of gatewy-originated 

traffic (including direct pickups) favors the New York carriers. We 
Delieve that the volumes should se based on all routed treffic, wherever 
originating in the United States. This includes direct pickups, direct 
access, and rouved WU transfers. This is the most likely wey to achieve 
the goal of distributing wmrouted traffic on the same basis as routed. 
Direct pickups are oy definition specifically routed and represent 

a significent portion of overall traffic. Therefore, to ignore such 
traffic would be umrealistic and contrary to our overall policy herein. 


52. Looking beyond the features of the new formula, we will 
dispose of some remaining ratters starting with WU's request “net it be 
relieved of distributing treffic among the IRCs. While we are sympathetic 
to WU's desire to simplify its role, we cannot agree that it snould be 
totally relieved of its responsibilities under the new formule. WU 
receives significant revenues from its particimtion in through inter- 
rational message service, so it cannot say that it has no interest in 
such traffic. Therefore, we have declined to accept its proposal to 
turn over ell traffic to the IQ8 for distribution. Since WU receives 
the traffic from the public, it is in the position most expeditiously 
to effect distribution. Tucning treffic over to the IQB would merely 
introduce an extra level of processing which would increase the risk 
of delays and increase distribution costs. The elimination of multiple 
categories, origin points, etc., outlined above will allow WU to strear- 
line its operations and decrease its costs. We agree with WU that it 
should be reimbursed for the reasonable costs it incurs in effecting 
distribution; but do not believe it should receive eae profit for its 
function. As we have noted, WU receives payment for its landline mul; 
we see no reason for it to receive a second myment from formula 
administration for the same traffic -=- beyond its out-of-pocket expenses. 
We anticimte that IRC solicatation of internetioml traffic under the 
new formula will reduce the amount of umrouted treffic that WU must 
handle. Thus, its function will be further simplified as that process 
occurs. Finally, we see no reason why WU cannot automite the handling 
of traffic under the new formula if it believes that will be in its 
interest. Accordingly, we will continue to require WU to make the 
distribution of traffic under the new formula. 


53- Accumulated Overeges and Deficiencies. We turn now to 2 
tter of perticular contention among the parties -=- the disposition of 
the accumulated deficiencies and overages. RCA asserts that legally and 
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as a matter of equity it must be compensated for its deficiencies. As 
we indicated above, however, we agree with the other parties that these 
are no more than statistical records which indicate the structural weak- 
ness of the present formula. RCA does not state why it believes that de~- 
ficiencies represent a legal obligation in which it has a vested interest. 
Neither Section 222, nor the forma itself, directs the accumulation of 
deficiencies or overages. In our order prescribing the formula we did 
not consider the question. RCA appears to be asserting that its quotas 
give it a claim to a guaranteed amount of traffic. The present formula 
does not guarantee any carrier that it will receive traffic. As more 
customers routed messages and the umrouted pool shrank, traffic avail- 
able for distribution became inadequate to satisfy quotas. Such changes 
in the marketplace can hardly be said to have wronged RCA -- particularly 
since its own increase in self-generated traffic and the benefits it 
received under Schedule B contributed to this process. Similarly with- 
out merit is RCA's contention that it has an equitable claim to com- 
pensation because it complied with the formla in good faith. The 
present formula is a legal obligation on the parties and compliance with 
its provisions is mandatory. Accordingly, we believe that the accunm- 
lated overages and deficiencies should be cancelled, without compensa- 
tion, and that distribution under the new formula should be made with- 
out reference thereto. 


54. Administration. The simplest method for handiing the day- 
to-day administration of the interim formula will be to continue to rely 
on the IFC and the IQB. However, if the IFC is satisfactorily to perform 
its functions with respect to th= interim forma, all interested carriers 
must be equally represented on it. Presently, FTC and CPL have no repre- 
sentation on the IFC. Since those carriers have an interest in the interim 
formula they should be represented. Accordingly, we will expect that 
upon application FIC and CPL will be admitted to the Committee with the 
full rights and responsibilities of membership, including participation 
in the costs of the Committee and its functions. 


55. As mentioned above, ITT presently has four votes on the 
IFC and RCA has two, while all others have one each. This situation re- 
sulted from the fact that these companies owned constituents which operated 
in different areas, employed different media, or provided different ser- 
vices. We must now recognize that those entities either no longer exist 
(having been merged into one company) or are under common ownership. To 
make the IFC a viable tool for supervising the interim formula's opera- 
tions, we believe that we should recast it so that all interested members 
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have one vote each. The parties in their response to WUI's proposal in 
this regard indicated nc“opposition to equalization. Under Section 222 
(e)(3}, we have the power to repeal the present formula, which would ter- 
minate the IFC, and to prescribe a new formula and create a new committee 
with equal representation. We believe that we can legally accomplish 

the same result by restructuring the present committee. As before, all 
coste incurred by the IFC in administering- the interim formula shall be 
borne by the members in the proportions they receive traffic under it. 19/ 


56. The interim formula shall become effective on February 1 
1976. The Initial’ quotas shall be determined by the IQB on the basis 


of the WU 13-week study and the’ information supplied by the IRCs in this 


proceeding. 20/ Inasmuch as no party has raised any objection to this 
information, and all have agreed to its use, we believe it will repre- 
sent an equitable basis on which the IQB can make the necessary calcula- 
tions and issue the appropriate distribution instructions to WU. The 

IQB shall calculate. the initial quotas of unrouted traffic for each 
country of destination by determining from the above information the 
number of routed ‘messages (as defined in Section IV of the interim formula) 
to such destination handled by each IRC. The individual carrier figures 
will ther be totaled for each destination and each carrier's figures com- 
pared to that total. The resulting ratios will represent each carrier's 
share of routed traffic for each destination point and, therefore, its 


19/ A companion proceeding in this docket was instituted to consider a 
request by WU for increased payments for its domestic handling of 
overseas message telegrams (landline haul). By Memorandum Opinion 
and Order in this proceeding, 55 FCC od 96, reconsideration granted 
in part and denied in part, 55 FCC ed 382 (1975) (Docket No. 19660) , 
we approved as a basis for terminating that proceeding a settlement 
agreement entered into by the parties under which WU's landline haul 
divisions for full-rate messages were increased from 6.5¢ per word 
to 9.5¢ per word (with corresponding lesser increases for lower classes 
of service). Our order amended Schedule C of the present formula 
by substituting the new divisions. Our ‘action herein does not affect 
this provision other than to change its designation to Schedule A to 
reflect the fact that the two preceding schedules have been replaced. 


20/ As noted, FIC and US-Liberia did not. provide information concerning 
their direct gateway pickups during the study period. Therefore, we 
will direct each of these carriers to file by January 10, 1976, with 
the other IRCs, the IQB, and the Commission data on all traffic it 
picked up directly during the period December, 1974 through March, 
1975. These responses shall be presented in the same format as that 
in the WU 13-week study and in the other IRC reports. 
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quota ." » couted traffic under the interim formula to that point. For 
purpeses o£ these calculations, the IQB will employ the applicable desti- 
nations .1 shown in the WU 13-week study. WU will then begin distributing 
unrouted traffic on the basis of these percentages on February 1, 1976. 


C. Canadian, Mexican, Newfoundland Formulas 


57. There is an additional matter which while not directly 
in issue in this proceeding,’ we believe appropriate to address. Sec- 
tion 222(e)(2) of the Act, requires a separate formula to govern dis~ 
tribution of outbound message traffic to Canada and Mexico. This was 
done to reflect the fact that under Section 222 Canada, Mexico, New- 
foundland, and St. Pierre-Miquelon are considered domestic points. 
Pursuant to this requirement, formula for Canada and Mexico were agreed 
upon and pregcribed by us, 10 FCC 184, 193-4 (1943). In addition to 
these, a separate formula was developed also for Newfoundland traffic. 
In its original request, ITT did -ot raise, and the respondents did 
not address, the question whether any change in these formulas is needed. 
However, we have decided to review these matters on our own motion. 


58. The Canadian, Mexican and Newfoundland formulas do not 
present the same questions of arbitrary market division or special bene- 
fits we have examined above in connection with the international formula. 
The Canadian formula, for example, was designed primarily to preserve 
after merger, CPL's rights under its prior exchange-of-traffic contracts 
with Postal. (WU had exchanged traffic with CNR). The formula contained 
no cumbersome quota system and provided for periodic adjustment to keep 
its provisions in touch with developing circumstances. However, it now. 
appears to us that this formula is unnecessary, since it appears that 
CNR and CPL no longer provide duplicating services. is being the case, 
there would be no opportunity or desire on the part of WU to discrimi- 
nate between the two carriers. Therefore, we will repeal the Canadian 
formula. 


59. It appears that a formula for Newfoundland traffic has 
similarly become unnecessary. The original reason for a separate formula 
for this point was to preserve to Commercial Cable Company (one of the 
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predecessors and constituents of ITT) the pre-merger traffic which it 
handled to Newfoundland over its transatlantic cable and to preserve 
CPL's rights under its Postal contracts. Since then, however, that 
cable has been taken out of service and CPL no longer serves Newfound- 
land. Therefore, there appears no longer to be a need for this pro- 
vision. Accordingly, we will repeal this provision as well. 


60. The Mexican formula also appears to be unnecessary. The 
purpose of the formila was to accommodate two then-existing factors. 
First, WO turned over Mexico-bound traffic both to the Mexican adminis- 
tration and to the Mexican Telegraph Company. This latter company, a 
joint venture of WU and an ITT predecessor, operated both within Mexico 
and between Mexico and the United States. It was felt necessary to pro- 
vide for dividing traffic between the two entities providing service to 
Mexico. However, the Mexican government nationalized the Mexican Tele- 
graph Company in 1949 and has unified all telegraph operations in one 
entity. WU today turns all unrouted traffic over to that entity. Second, 
prior to the merger, TRT and RCA also operated circuits to Mexico (con- 
necting with the Mexican government lines). The Mexican formula pre- 
served these operations after the merger and directed WU to turn over 
all traffic specifically routed via these carriers. We believe there 
is no need to continue a separate arrangement for Mexico. Rather, we 
will require WU to continue honoring RCA and TRT specific routings. 

All unrouted traffic will be turned over to the Mexican entity. We wish 
to emphasize, however, that our action does not relieve WU of its obli- 
gation to treat all carriers in an equitable and — 
manner in distribution of outbound traffic. 


D. Maritime Formula 


61. Comsat General has asserted that the present formula 
under which telegraph traffic between points in the United States and 
ships at sea is presently distributed will not be suitable upon intro- 
duction of maritime satellite facilities; and requests that a separate 
inquiry be initiated to consider the need for revision of the maritime 
formula as well as specific proposals for such revision. We note that 
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ITT in its original petition did not address the maritime formula and 
that the inquiry herein was limited to the formula covering overseas 
telegraph messages. See 43 FCC 24 1174. Consequently, the parties were 
not directed to address the merits of the maritime formula. However, we 
note that, like the formula under consideration, the present maritime 
formula is based on a quota system tied to market shares in a pre-merger 
base period (in this case, 1938). Therefore, the objections we have 
expressed with respect to market-sharing devices in the international 
formula may apply to the maritime formula as well. In this situation, 

we agree with the parties who have commented on the subject that it 

would be appropriate to examine the maritime formula and that this should 
be done in a separate proceeding. Accordingly, we will by separate order 
direct all interested persons to file comments on the continued reason- 
ableness of the maritime formula. 


62. In summary, we have concluded that the public interest 
in the provision of international telegraph services will be best served 
by relying primarily on consumer choice for the distribution of traffic 
among the several international record carriers. Due to certain unre- 
solved questions concerning possible operational, economic and legal in- 
plications, we will not prescribe that all international telegraph traffic 
must be specifically routed by the customer. As an initial measure, we 
shall prescribe a formula which distributes umrouted traffic among the 
carriers in direct proportion to their share of routed traffic. By thus 
rewarding the successful competitor -- rather than penalizing him as 
does the present formula -- we expect a more aggressive marketing effort 
and a consequential reduction in unrouted traffic. Meanwhile, we are 
scliciting prompt comments concerning the operational, economic, and 
legal implications of an all-routed distribution in order that we may 
reach 3: early decision concerning whether the public interest would be 
served even better through this means. 


63. Accordingly, IT IS ORDERED, Pursuant to Sections 1, 4(i), 
4(5), 201, 222(e)(1), 222(e)(3) and 403 of the Communications Act of 
1934, as amended, that the formula prescribed by the Commission in 1943 
pursuant to 47 U.S.C. §222(e)(1) (1971) governing distribution by The 
Western Union Telegraph Company among the international record carriers 
of outbound, unrouted international message telegraph traffic, and all 
prior amendments thereof, is (with the exception of Appendix 2) hereby 
REPEALED, effective March 1, 1976; 


64, IT IS FURTHER ORDERED, Pursuant to Sections 4(i), 4(j), 
201, 222(e)(3) and 403 of the Communications Act, that the parties to 
the formula inquiry are directed to file, and any interested person may 
file, on or before Marca 26, 1976, comments on the legal, econemic 
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and cperational implications of distributing outbound, unrouted message 
telegraph traffic on the casis of required customer routings and the 
means by which transition to such a method may be efficiently made; 
replies to the above comments may be filed on or before April 22, 1976; 


65. IT IS FURTHER ORDERED, Theat the interir. formula set forth 
in the Appendix hereto is hereby PRESCRISED as the formula for distribu- 
tion of such outbound traffic and shall be followed from March ba 1975 
until further order of the Commission; 


66. IT IS FURTHER ORDERED, That distribution of traffic 
undér the interim formula prescribed herein shall be based initially on 
the respective international record carriers' shares of such traffic 
derivec from the information supplied by the carriers in this pro- 
ceeding and the results of the study of outbound traffic conductea by 
The Western Union Telegraph Company; in this connection, French Tele- 
craph Cable Company and United States-Liberia Radio Corporation shall 
file with the Commission and the Internetional Formula Committee/Internation21 
Quota Bureau on or oefore Janiary 20, 1976, the number of outbound inter- 
national telegraph messages picked up by them directly during the period 
of the Western Union study, broken down by destination according to the 
format used in that study; 


67. IT IS FURTHER ORDERED, That the formulas prescribed by 
the Commission in 1943 pursuant to 47 U.S.C. §222(e)(2) governing dis- 
tribution of outbound, umrouted message telecraph traffic between the 
United States and Canada, Newfoundland, and Mexico, respectively, are 
hereoy REPEALED: The Western Union Telegraph Company shall distribute 
Such treffic in a fair and non-discriminatory ranner which will, to the 
extent possible, honor the choice of the customer in designating the 
carrier to which such traffic is to be transferred; and 


68. IT IS FURTHER ORDERED, That the requests of RCA Global 
Communications, Inc. and Western Union International, Inc. for tne con- 
vening of oral evidentiary hearings in this proceeding are hereby 
DENIED. " 


FEDERAL COMMUNICATIONS COMMISSION * 


Vincent J. Mullins 
Secretary 


Copy of Separate Statement of Commissioner Hooks attached. 
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Formula, Pacsuant to Section 222(e)(1) of the Communications Act, for 
the Distribution of Outbound International Message Telegraph 
Traffic Handled by the Western Union Télegraph Company, As 
Amended Through December 22, 1975. 


This formula, pursuant to Section 222(e)(1) of the Communications Act 

of 1934, as amended, provides the method for distribution by The Western 
Union Telegraph Company (hereinafter referred to as Western Union) 

among international telegraph carriers of outbound international message 
telegraph traffic handled by it within the Continental United States, 

as that term is defined in Section 222(a)(10) of the Communications Act. 


The traffic for which distribution is provided herein is all message 
telegraph traffic by wire or radio, specifically routed or unrouted, 
handled by Western Union originating in the continental United States, 
provided, however, that quotas established in Section V hereof shall 

not apply to the non-message or measured services offered by the carriers, 
nor to marine (shore to ship) traffic handled by Western Union with 
respect to the distribution of which a separate formula is annexed 

hereto as Schedule B. 


II. Interested Carriers 


The international carriers interested in the distribution of traffic 
provided for in this formula will be the following (unless and until 
other international carriers enter business): 


Canadian Pacific, Ltd. 

French Telegraph Cable Company 
ITT World Communications Inc. 
RCA Global Communications, Inc. 
TRI Telecommunications Corp. 
U.S.-Liberia Radio Corp. 

Western Union International, Inc. 


In general, an international carrier is interested in the distribution 
of traffic provided for herein whenever it handles routed traffic to 
a des-ination point under the conditions set forth in Section V, *helow. 


III. Specifically-Routed Traffic 


The right to receive a quota under this formula shall not purport in any 
manner whatsoever to limit or to restrict a carrier's scope of future 
eperstions; and a carrier shall always be entitled to receive its speci- 
fically-routed traffic to all destination areas, a2 fe accepgs such traffic 
in pursuance of its published tariffs and transmits it to an”overseas 
point. 
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IV. Categories of Messages 


| For purposes of calculating the quotas specified in Section V, below, all 
categories or classes of traffic shall be considered in the aggregate 
with one quota covering all classes of message telegraph traffic. 


Notwithstanding any provision in this formula to the contrary, Western 

| Union and all international carriers shall respect specific routings of 
any messages handled by it, and shall transfer to another carrier any 
messages specifically routed via such other carrier. All international 
messages delivered by Western Union shall carry in the preamble the 
agreed upon "via" of the international carrier which transferred the 
message to Western Union. Messages shall not be considered specifically 
routed by virtue of the use of a particular carrier's telegraph blank. 
For purposes of, and whereever used in, this formula, a message shall 

be considered specifically-routed via a particular carrier in any of the 
following cases: 


~ (a) Where messages are filed at an office established, operated, 
and maintained by an international carrier, whether filed in person, by 
messenger, by telephone, or received over a tieline or other directly- 
connected facility terminating in such office, unless the customer 
specifically routes such messages via a carrier other than the carrier 
maintaining such ffice (direct gateway pickup); 


(b) Where messages are filed directly with a particular inter- 
national carrier at its gateway office by means of domestic communications 
networks such as domestic telex, TWX, telephone, or mail, or by messenger 
so long as the customer pays all charges incurred in connection with the 
use of such means for the purpose of filing international messages 
(direct access) ; 


(¢) Where messages are filed with an international carrier 
os by a customer located outside that carrier's gateway city by means of 
a tieline or other directly-connected facility terminating in that 
carrier's gateway office, so long as the costs for establishing, operating 
and maintaining such facility are borne by the customer (hinterland 
tieline) ; 


(d) Where messages are filed with Western Union at any of its 
offices (except those specified in (e) below) or by other means of 
filing provided for in the Western Union tariff, and transferred by 
Western Union to an international carrier over Western Union's landline 
system, so long as the following conditions are met: 


(1) if, when filed in person, the specific routing is written 
in by the sender, 


i se i a nt 
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(ii) if, when filed by messenger, the message contains a specific 
routing which has been previously inserted by the sender 
(Messages shall not be considered specifically routed 
merely by virtue of the use of a particular carrier's 
telegraph blank), 


(4ii) if, when filed by telephone (whether to a Western Union 
office, an agency office, or to a Western Union Central 
Telephone Bureau), a specific routing is inserted by the 
receiving clerk at the unsolicited request of the sender, 
or 


(iv) if, when filed over a tieline or other directly-connected 
facility, the specific routing has been transmitted by 
the sender; and 


(e) (Special interim provision for Western Union International, 
Inc.).Messages shall be considered specifically-route a Western Union 
International, Inc. when they are filed, without specific routing via 
another carrier having been designated by the sender, at all offices of 
Western Union located in the area south of 60th Street in the Borough 
of Manhattan, New York; the main office of Western Union in San Francisco, 
California; and the main office of Western Union in Washington, D. C. (all 
the above of which shall be considered as Western Union International 
public offices for purposes of this Section). 


Traffic specifically routed by the sender via a particular carrier and 
destined to points not tariffed by that carrier shall be considered 


‘umrouted and shall be distributed in accordance with the provisions of 


Sections V and VI below. 


But nothing in the foregoing shall be construed as requiring any inter- 
national carrier to accept, over tieline facilities furnished to its 
customers by a particular carrier, messages which are routed by the 
sender via another international carrier. 

Q 


VY. Quotas 


For outbound, unrouted international telegraph messages destined to 
particular international points, origirating at points within the 
continental United States handled by ‘iestern Union, there shall be for 
each international carrier a quota of such traffic calculated without 
consideration either of the category 1/ or length of the message. An 
international telegraph carrier is entitled to receive from Western Union 
umrouted traffic under this formula picked up by Westera Union for each 
overseas destination point listed in that carrier's effective outbound mes- 
sage telegrapn tariff as of the release date of the order prescribing this 


L_/ The categories of service recognized by the parties to which this 
formula applies are those shown in Schedule A of this formula. 
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formula, whether that carrier serves such point directly or by inter- 
connection; and, thereafter, a carrier shall be entitled to a queta for 
each additional destination point which that carrier is authorized by 
the Federal Communications Commission to serve directly. As determined 
in accordance with the preceding, an international carrier's quota shall 
be, for each eligible destination point, the ratio of the number of 
outbound routed messages to such destination point (as calculated 
pursuant to Section IV above) handled by such international carrier 
during the base period to the total number of routed messages destined 
to that point handled by all international carriers serving that point 
(whether picked up directly by the carrier or transferred to it by 
Western Union) during the same period. Upon the effective date of this 
formula, the initial quotas shall be calculated on a basis as the Federal 
Communications Commission shall by order prescribe. Thereafter, the 
quotas shall be recalculated at six-month intervals on the basis of 
traffic figures for the equivalent preceding six-month period, at which 
time any adjustments to the number of destination points served by 
international carriers which have occurred since the previous adjustment 
shall be communicated to the administrative body provided for in Section 
X below which shall communicate to Western Union the appropriate change 
to be made in its distribution of traffic. The above adjustment shall 
take place on dates to be determined by the interested parties. 


VI. Distribution of Traffic in Accordance with Quotas 


The quotas established by Section V hereof shall be applied by Western 
Union as follows: 


(i) Specifically-routed traffic shall be transferred to the 
international carrier indicated by such routing; and. : 


(ii) Unrouted message shall be distributed (without regard 

either to their length or classification of service) in the order of their 
arrival at the Western Union distribution office so tha. each inter- 
national carrier will receive a volume of unrouted messages which will 
equal its quota. If the messages so distributed fail in any month to 
give the international carrier its quota, the distribution of messages 
shall be modified as soon as practicable after the ascertainment of such 
deficiency in such manner as to compensate for such deficiency and to 
assure to such carrier thereafter receives its quota. Inasmuch as the 
quota system set forth herein is designed to change automatically if 
traffic patterns change, the imbalance referred to above will be essentially 
self-correcting. However, in no event are deficiencies which may result 
in the short run to be considered legal obligations in which any carrier 
has a vested interest; and, accordingly, there shall be no accumulation 
of such deficiencies from year to year. Each international carrier entitled 
to share in such distribution shall furnish to the joint distribution office 
any information secessary to enable such distribution of unrouted messages 
to be effected in accordance with this formula. For. purposes of the semi- 
annual adjustment to the quotas provided for in Section V above, all 

terested international carriers shall determine dates each year by 
which traffic data is to be supplied to the committee provided for in 
Section X below. 
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If any international carrier entitled to a quota reserves in any mouth 

a larger percentage of unrouted messages than its quota, Western Union 
shall transfer to the other international carriers interested therein 

a sufficient number of unrouted messages destined to the same point to 
balance the excess received by the particular international carrier. 

These overages shall not be considered legal obligations of the particular 
international carrier and shall not be accumulated from year to year. 


VIL. Distribution Offices 


The Merged Company shall distribute traffic destined for transfer to 
an international carrier from a distribution office or offices selected 
by it and approved by the Commission. 


Each international carrier entitled to share in the distribution of 
messages from distribution offices of the Merged Company shall have 
access to Such distribution offices at any time to protect its interests 
in the method of making such distribution and transfer of messages to 
its operating rooms. 


VILE. | Transit Tratfic) 


It is understood that this formula does not cove any telegraph traffic 
originating outside the United States and transicing the United States, 
and that all such traffic handled by Western Union shall be turned over 
to the international carrier which would have handled the same if the 
consolidation or merger of Western Union and Postal Telegraph, Inc., 
had not occurred or as may be specifically routed. 


IX. Equality of Treatment of International Carriers and Division of 
Charges 


Except as provided in Section IV of this formula with respect to message 
traffic originating in certain gateway offices .f Yestern Union, the 
services furnished by the Merged Company to ‘te 1° zernational carriers 

in connection with the handling of inte-»: ‘onal traffic covered by this 
formula shall be uniform and non-discri *ato~-y; and the division of 
charges for such outbound international tvaffic shall be such that 
Western Union shall retain or receive, for landline haul in connection 
with international traffic handled by it, or for pickup services, amounts 
which shall be prescribed from time to time ty the Federal Communications 
Commission. 


X. Administration 


The supervision of the operations of this formula shall be by a committee 
of representatives of each of the interested international carriers, 

in which committee each carrier shall have equal representation, and 

the costs of which shall be equitably shared by the international carriers. 


All costs involved in the maintenance by Western Union of distribution 
offices and in the distribution by it of traffic under this formula, 
including the cost of maintaining appropriate records as to the 
distribution, shall be equitably shared by the international carriers 
receiving traffic under this formula and reimbursed by them to Western 
Union; and all costs of distribution of traffic beyond the distribution 
offices of Western Union shall be borne by the international carriers. 
In the event there is disagreement among the members of the committee 
with respect to any feature of the distribution of traffic under this 
formula, the disagreement shall be submitted to the interested carriers, 
including Western Union. In the event the carriers are unable to agree 
among themselves, the matter shall be submitted to the Federal 
Communications Commission for a ruling. 


XI. Effective Date of Formula 


The provisions of this formula shall become effective and shall govern 
the distribution of traffic on February 1, 1976. 


SCHEDULE A - DIVISION OF OUTBOUND CHARGES 


The landline or pickup charges shown in the table below opposite each 
service classification under the caption "Divisions Per Word", and 

the number shown in the table below opposite each service classification 
under the caption "Minimum Number Chargeable Words Per Message,” shall 
be respectively the charges per word (cable count), and the fewest 
number of words (cable count) per message which are to be charged by 
Western Union for handling outbound international message traffic in 
each classification handled by it regardless of the point of origin in 
the United States or the point of transfer to an international carrier 
in the United States, provided, however, that the merged company shall 
continue to pay to the Canadian carriers the same amounts per word 
which were being paid on July 1, 1958, with respect to that traffic 
exchanged with Canadian carriers destined to those points which are 
subject to the Telecommunications Agreement between the United States 
of American and British Commonwealth Governments (TIAS 2705, 1952). 
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Landline Haul Divisions 


Full Rate 

Letter Telegram 

U.S. Govermment Full Rate (No discowt) 
U.S. Government Full Rate (At discount) */ 
U.S. Government Letter Telegram 

Other Government Full Rate (No discowmt) 
Other Government Full Rate (At discount) */ 
Other Government Letter Telegram 

United Nations Full Rate (No discowt) 
United Nations Full Rate (At discount) */ 
United Nations Letter Telegram 
Meterological 

Urgent Press 

Ordinary Press 


Minimum Number Division 
of Chargeable Words Per 
Per Message Word 
(cents) 
a 9.5 
22 4.75 
a 9.5 
7 4.75 
a2 4.75 
a 9.5 
7 4.75 
22 4.75 
a 9.5 
7 4.75 
22 4.75 
i. 4.75 
14 9.5 
14 oa 


*/ The "At discount" division shall apply if a discowmt of 50 percent applies to 
the through rates. As soon as the discount is eliminated with respect to any point, 
the charges applicable to "No discount" traffic shall automatically apply. 
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CONCURRING STATEMENT OF COMMISSIONER BENJAMIN HOOKS 


In Re: Outbound International Message Distribution 
Formula (Docket 19660, Rm 690). 


I wish to indicate that Il am now undecided on the question 
of complete abolition of a formula in the near future. 

The decision herein establishes that formula as a l1:l, 
routed-to-unrouted percentage which is undeniably and perfectly 

ne fair. It removes the artificial inequities of the old formula and 

provides a competitive incentive for carriers to seek a greater 
share of traffic specifically designated to it. 

While I will be pleased to entertain proposals for the 
abolition of a formula and intend to keep an open mind, there 
are problems involved in absolute abolition (nomenclatural and 


others) and I cannot commit myself to an automatic reconfiguration 


/ 
f 


at a specific future date. 


INTERNATIONAL FORMULA AS AMENDED 


Effective October 1, 1963 
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INTERNATIONAL FORMULA AS AMENDED* 


This formula, pursuant to Section 222(e) (1) of the Communications Act 
of 1934 as amended, shall be effective upon the consolidation or merger of 
the Western Union Telegraph Company and Postal Telegraph, Inc., after the 
approval of such consolidation or merger, and of this formula, by the 
Federal Communications Commission pursuant to said Act. The term "Merged 
Company" is used herein-to refer to the domestic telegraph operations of 
The Western Union Telegraph Company following such consolidation or merger. 
The term "Western Union International" includes its predecessor, the inter- 


national telegraph operations of The Western Union Telegraph Co. hereto- 
fore called "Western Union Cables." 


Ll. Traffic for which distribution is provided herein 


The traffic for--which.distribution-is. provided herein is all tele- 
graph traffic, both message and nonmessage or measured services, by wire 
or radio, specifically routed and unrouted, handled by the Merged Company 
originating in the continental United States and destined to points out- 
side the continental United States, Canada, and Mexico; Provided, however, 
That quotas established in sections IV and VI hereof shall not apply to 


the nonmessage or measured services offered by the carriers, nor to the 
following: 


(a) Such telegraph traffic handled by the Merged Company, originating 
and destined as aforesaid, as may be distributed to Canadian 
National Railway Ccmp2ny (or other companies comprised in the 
Canadian National Railway System) and Canadian Pacific Railway 
Company pursuart to a supplement to this formula which is 
annexed hereto as Appendix 1, if said supplement is approved 
by the Federal Communicatizns Commission; 


* "Formula, Pursuant to Section 222(e) (1) wf the Communications Act of 
1934, for the Distriburion of Outb:und Inrernational Traffic Handled 
by The Western Union Telegraph Corpany Fallowing Merger with Postal 
Telegraph Co., Inc.," prescribed by the Commission. 10 F.C.C. 184 


(3943), amended 25 F.C.C,:$32 (1998), G0 FLC.Cy. 329 (1961) and 
a0 F.C... S952 (2961) . 
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(b) Marine (shore to ship) traffic handled by the Merged Company, 
with respect to the distribution of which a separate formula 
is annexed hereto as Appendix 2; and 


(c) Telegraph traffic handled by the Merged Company, originating in 
the continental United States and destined to Newfoundland, with 
respect to the distribution: of which a separate formula is 
annexed hereto as Appendix 3. 


The geographical areas of destination of the traffic covered by this 
formula are the following: 


Area "A” - Atlantic 


( United Kingdom and Eire 
( Continental Europe 

Sub-areas (‘Beyond the Continent, including Greenland and Iceland 
( (but excluding Liberia) 
( Liberia 
( Saint Pierre-Miquelon 


Area "B" - Latin America 


Bermuda, Bahamas and the West Indies (other than Cuba) 
Cuba 


Central America 
South America 


Sub-areas 


CN LN LON ON 


Area "C" - Pacific 


Hawaii 

Midway and Guam 
Australasia 

Remainder of the Far East 


Sub-areas 


CN LN LN ON 
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Il. Interested international carriers 


The internationel carriers interested in the distribution of traffic 
destined to the respective geographical areas specified above will be the 
following (unless and until other international carriers enter business, 
or previously established international carriers whose business has been 
interrupted _resume business, in the respective areas): 


Area "A" A. C. & R. Group 
Atlantic Press Wireless, Inc. 


(with respect to government and press messages) 
RCA Communications, Inc. (hereinafter called "RCAC") 
U.S.-Liberia Radio Corporation 

(hereinafter called "U.S. -Liberia") 

Western Union International 


Area "B" A. C. & R. Group 
Latin America Press Wireless, Inc. 
(with respect to government and press messages) 
RCAC 


Tropical Radio Telegraph Company 
(hereinafter called "Tropical") 
Western Union International 
Area "C" : A. C. & BR. Group 
acifie Commercial Pacific Cable Company 
(hereinafter called "Commercial Pacific") 
Press Wireless, Inc. 


(with respect to government and press messages) 
; RCAC 


The term "A. C. & R. Group" refers collectively to the subsidiaries of 
American Cable and Radio Corporation; in the case of Area "A", the reference 
is to The Commercial Cable Company and Mackay Radio and Telegraph Company 
(Delaware) ; in the case of Area "B", the reference is to All America 

Cables and Radio, Ine., Mackay Radio and Telegraph Company (Delaware) and 
Mackay Radio and Telegraph Company (California); and in the case of Area 
"Cc" the reference is to both said Mackay Radio and Telegraph Companies. 

It is the intention hereof that quotas shall be established as provided 

in this formula for said A. C. & R. companies as groups as aforesaid, and 
that no quotas shall be established for said companies individually. 


A. The right to receive a quota under this formula shall n 
in any manner whatsoever to Limit or to restrict a carrier's scope of future 
operations; and although a carrier may not qualify for a quota, if shall ~ 
always be entitled to receive its specifically routed traffie to ail 
destination areas, if it accepts such traffic in pursuance of its pub- 
lashed tariffs and transmits it to an overseas point. 


ot purport 


5 


a 
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Categories and Specific Routings 


Each classification of traffic destined to each of the geographical 
sub-areas specified above shall for the purposes of this formula constitute 
a separate "category" or “category of traffic", and quotas for each such 
category shall be established as hereinafter provided. 


Anything in this formula to the contrary notwithstanding, the Merged 
Company and each international carrier shall respect specific routings of 
any messages handled by it, and shall transfer to another carrier any 


messages specifically routed via such other carrier. 


All international 


messages delivered by the Merged Company shall carry in the preamble the 
agreed-upon via of the international carrier which transferred the message 


to the Merged Company. 


Messages. shall be considered as specifically routed 


traffic if any of the following conditions are net: 


(a) 


Messages which are filed at an office operated and_ maintained bv 
an international carrier, whether filed in person, by messenger, 
by telephone, or received over a tieline or other directly 
connected facility terminating in such office, shall, unless 
specifically routed via a different carrier in a manner specified 
in clauses (i), (ii), (iii), or (iv) of (b) of this section, 

be considered as specifically routed via the carrier operating 
and maintaining such office; i 

Provided, however, That, except in the event Western Union 
International establishes branch offices of its own, all of the. 
affices of the Merged Company located in the area 60th Street and 
south thereof in the Borough of Manhattan, New York, the office 
of the merged company located at the New York International Air- 
port (Idlewild); the main office of the Merged Company in San 
Francisco, and one other office of the Merged Company located in 
the central business section of San.Francisco.in.the general 
vicinity of the offices operated by A. C. & R. and RCAC, to be 
designated by Western Union International; and the main office of 
the Merged Company in Washington, D.C., shall be considered as 
offices of Western Union International within the purview of this 
section; 

Provided, further, however, That, should A. C. & R. or RCAC 
open any additional office(s) in New York City other than in the 
area 60th Street and south in the Borough of Manhattan, in San 
Francisco, or in Washington, D.C., Western Union International 
may designate office(s) of the Merged Company in the general 
vicinity of such office(s) [opened by A. C. & R. or RCAC] to 
be considered as offices of Western Union International within 
the purview of this section, subject to the condition that the 
total number of offices of the Merged Company so designated by 
Western Union International in each such city shall not at any 
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(b) 


time exceed the number of offices opened by either A. C. &R. 
or RCAC in New York City, other than in the area 60th Street 
and south in the Borough of Manhattan, in San Francisco, or in. 
Washington, D.C. 
Provided, further, however, That should A. C. & R. or RCAC 
move an office in New York City, other than within the area 60th 
Street and south in the Borough of Manhattan, San Francisco, or 
Washington, D.C., then Western Union International may designate 
an office of the Merged Company in the general vicinity of the 
relocated A. C. & R. or RCAC office as an office of Western 
Union International within the purview of’ this section so long 
as the total number of offices so designated in such city or 
area thereof is not increased; 
Provided, further, however, That out of the traffic filed 
at these offices which has not had a specific routing designated 
by the sender a sufficient amount shall be transferred by the 
Merged Company to Tropical and United States-Liberia to satisfy 
their respective gateway city quotas to the extent that such 
quotas have not been satisfied by traffic specifically routed 


via their respective facilities and by unrouted traffic filed 
elsewhere in such gateway cities; 


Messages. which are originated by the Merged Company at all of 
its offices within the continental United States (other than the 
aforesaid gateway offices specified in (a) above), shall be 
considered specifically routed only 


(i) if, when filed in person, the specific routing is written 
in'by the sender, 


(ii) if, when filed by messenger, the message contains a 
specific routing which had been previously inserted by the sender 
(messages shall not be considered specifically routed merely by 
virtue of the use of a particular carrier's telegraph blank), 


(iii) if, when filed by telephone, a specific routing is in- 


serted by the receiving clerk at the unsolicited request of the 
sender, or 


(iv) if, when filed over a tieline or other directly connected 
facility, the specific routing had been transmitted by the sender. 


But nothing herein shall be construed as requiring any inter- 
national carrier to accept, over tieline facilities furnished 

hy it for its customers, which handle no domestic traffic 
messages which are routed by the sender via another international 
carrier. Specifically routed messages are hereinafter sometimes 
referred to as "routed" traffic. 
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IV. Quotas 


A. Eor outhound messages destined to sub-areas of Area "A", originating 
in. New York, San Francisco and Washington, D.C. - for each of said cities, 
there shall be for each category separate quo s for Western Union Inter- 
national, the A. C. & R. Group and U.S -Liberia, but there shall be no 
quotas for RCAC or for Press Wireless, Inc., each of which shall be 
entitled to receive from. the Merged Company traffic specifically routed 
via RCAC or Press Wireless, Inc., as the case may be, but only such traffic. 
The quotas for Western Union International, the A. C. & R. Group and the U.S. - 
Liberia shall be as follows: the-quota for each fora particular cate- 
gory originating in the particular. city shall be the ratio of the number 
of outbound messages in such category originating in such city handled by 
it (whether picked up directly by such international carrier or trans- 
ferred to it by domestic landline carriers) during the year 1942 to the 
total number of outbound messages in such category originating in such 


city handled during the year 1942 by Western Union International, the 
A. C. & &. Group and U.S. and Liberia. 


B. For outbound messages destined to sub-areas of Area "B". originating 
in.New York,.San Francisco and Washington, D.C. - for each of said cities, 
there shall be for each category separate quotas for Western Union Inter- 
national, the A. C. & R. Group and Tropical, but there shall be no quotas 
fer RCAC or for Press.Wireless, Inc., each of which. shall. be entitled to 
receive from the Merged Company traffic specifically routed via RCAC or 
Press Wireless, Inc., as the case may be, but only such traffic. The 
quotas for Western Union International, the A. C. & R. Group and Tropical 
shall be as follows: the quota for each for a particular category originating 
in the particular city shall be the ratio of the number of outbound 
messages in such category originating in such city handled by it (whether 
picked up directly by such international carrier or transferred to it by 
domestic landline carriers) during the year 1942 to the total number of 
outbound messages in such category originating in such city handled dur- 


ing the year 1942 by Western Union International, the A. C. & R. Group 
and Tropical. 


C. For outbound messages destined to sub-areas of Area "Cc", originating 
in New York, San Francisco and Washington, D.C. - for each of said cities, 
there shall be for each category separate quotas for Commercial Pacific, 
the A. C..& R. Group and RCAC, but there shall be no quota for Press 
Wireless, Inc., which shall be entitled to receive from the Merged Company 
traffic specifically routed via Press Wireless, Ine., but only such traffic. 
The quotas for Commercial Pacific, the A. C.. & R. Group and RCAC shall be 
as follows: the quota for each for a particular category originating in 
the particular city shall be the ratio of the number of outbound messages 
in such category originating in such city handled by it (whether picked up 
directly by such international carrier or transferred to it by domestic 
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indline companies) during the year 1942 to the total number of outbound 
*ssages in such category originating in such city handled during the 
rar 1942 by Commercial Pacific, the A. C. & R. Group and RCAC. 


D. For outbound messages destined to sub-areas of Areas "A", “S". 
> "C", originating—in-the United States sutside New York, San Francisco 
id Washington, D.C. - there shall be for each category separate quotas 
or all the international carriers interested in the particular category 
xcept Press Wireless, Inc., which shall be entitled to receive from the 
erged Company traffic specifically routed via Press Wireless, Inc., but 
nly such traffic. The quotas for the interested international carriers 
ntitled to quotas in a particular category shall be as follows: the quata 
or each far such category originating in such territory shall be the ratio 
{ the number of outbound messages in such category originating in such 
erritory handled by it (whether picked. up directly by such international 
arrier or transferred to it by domestic landline companies) during the 
ear 1942 to the total number of outbound messages in such category 
riginating in such territory harlled during the year 1942 by all inter- 
ational carriers interested i ch category, subject to adjustment, 
owever, with respect to the quotas of Western Union International and 
CAC to give full effect to the contract between them dated September 
me. Leaks 


’ 


Distribution of traffic in accordance with quotas 


* 


The quotas established pursuant to sections IV and VI hereof with 
‘espect to each category shall be applied by the Merged Company as 
‘follows: all the outbound traffic (routed and unrouted) in such cate- 
sary handled by the Merged Company,. except 


(a) the traffic in such category distributed to an international 
carrier not entitled to a quota in such category but entitled 
to receive traffic in such category specifically routed via it, 
and 


(b) any traffic in such category distributed as mentioned in para- 
graph (a) of I, above, to the Canadian companies referred to 
in said paragraph (if Appendix 1 hereto is approved by the 
Federal Communications Commission) , 


shall be distributed_among the international carriers entitled to- quotas 

in such category, in such proportions that each such international -carrier 
Shall receive, of the gross international tolls from the United States 
gateways ta the fareign-destinations on.all messages in such category handled 
during the current period by such international carriers (including 
specifically routed messages and messages handled by the respective inter- 
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national carriers otherwise than through the Merged Company), a percentage 
equal to its quota for such category. The term "“sross international tolls” 


ne is used in this formula (and in Schedule B hereto) to refer only to (i) 


the tolls payable to or collectible by an international carrier for the 
transmission of international traffic from point of exit from the United 
States to point of destination outside the United States just as if the 
actual origin of such traffie in the United States had been such point of 
exit but after deduction, in the case of any such traffie actually 

pickdédd up at such point of exit, of the Merged Company's charge or of an 
equal amour if picked up otherwise than by the Merged Company, and (ii), 
in the case of outbound international traffic not covered by clause (i) 
above but transmitted by leased cable circuit, the rental income therefrom. 


The distribution of traffic by the Merged Company among the inter- 
national] carriers entitled. to quotas shall be. made. as_follows: 


(i) Specifically routed messages shall be transferred to the inter- 
national carrier. indicated by such routing; and 


(ii) Unrouted messages in each category shall be distributed in the 
order of their arrival at the distribution office sa that each 
international carrier-entitled.to-.a quota in such. category .will 
receive a volume of such unrouted. messages which, together with 
other messages in such category handled by such carrier. (in- 
cluding specifically routed messages and messages handled other- 
wise than through the Merged Company), will give it a percentage, 
equal to its quota in such category, of the gross international 
talls on.all messages in such.category If the messages so 
distributed fail in any month to give to any international 
carrier its quota of gross international tolls from such cate- 
gory, the distribution of messages shall be modified as soon as 
is practicable after the ascertainment of such deficiency in. 
such manner as to compensate for such deficiency and to assure 
to such carrier thereafter its quota of gross international 
tolls from such category of traffic. Each international carrier 
entitled to share in such distribution shall furnish to the 
joint distribution offices any information necessary to enable 
such distribution of unrouted messages to be effected in ac- 
cordance with this formula. 


In distributing unrouted traffic, the Merged Company shall pre- 
serve for each carrier and for each cateyory, so far as practicable, the 
relative distribution by destinations (countries and cities) within the 
described sub-areas which prevailed during the base periods, and shall 
also make reasonable distribution by length of message. The Merged Com- 
pany shall preserve for Tropical for each category, so far as practicable, 
its relative proportion of the traffic in such category originating in 
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New Orleans and destined to countries in Latin America described in 
Schedule A hereto which Tropical handled during the base period of 1942. 


In each category of traffic destined to any sub-area of Areas "A", 
"B" or "C", if any international carrier entitled to a quota in such cate- 
gory would receive, from messages specifically routed via it and messages 
handled by it otherwise than through the Merged Company, a larger per- 
centage than its quota, then the Merged Company shall, out of such carrier's 
quotas in other classes of traffic destined to the same sub-area trans- 
fer to the other international carriers interested therein sufficient 


messages to balance the excess received by the particular international 
carrier in the particular category. 


The provisions o. this section V are, with respect to Western Union 
International and RCAC, subject to the special agreement set forth in 
Schedule B hereto providing for the transfer to RCAC, out of quotas of 
Western Union International, of certain additional messages; and the 


Merged Company shall transfer such messages to RCAC in accordance with 
said special agreement. 


Distribution offices 


The Merged Company shall distribute traffie destined for transfer 
from a single distribution office in each city where traffic is to be 
transferred to an international carrier. 


Each international carrier entitled to share in the distribution of 


"messages from distribution offices of the Merged Company shall have access 


to such distribution offices at any time to protect its interests in the 


method of making such distribution and transfer of messages to its operating 
rooms. : 


Each such distribution office shall, for the duration of the present 
war emergency, be located at an office of the Merged Company where it will 
provide equal service to the international carriers involved, to the 
extent practicable without dislocation of existing facilities. 


VI. Reestablishment of telegraph communication. 


In the event that any international carrier shall reestablish 
telegraph communicetion (directly or indirectly) to any country in Areas 


"AY or "C™ with whieh communication by such carrier has been interrupted, 
“then: 


A. For outbound messages destined to any such country in Area "A", 
originating in New York, San Francisco and Washington, D.C. - for said 


3 


-earriers) ducing the last twelve months during which 


95 


cities, collectively, there shall be for each category separate quotas for 
Western Union International and the A. C. & R. Group, but there shall be no 
quotas for RCAC or for Press Wireless, Inc., each of which shall be entitled 
to receive from the Merged Company traffic specifically routed via RCAC 

or Press Wireless, Inc., as the case may be, but only such traffic. The 
quotas for Western Union International and the A. C. & R. Group shall be 

as follows: the quota for each for a particular category destined to the 
country with which communications is reestablished shall be the ratio of 
the number of outbound messages in such category, originating in New York 
and destined to such country, handled by it (whether picked up directly by 
such international carrier or transferred to it by domestic landline 

all international 
carriers concerned were normally handling traffic to such country, to the 
total number of outbound messages in such category, originating in New York 


and destined to such country, handled during said twelve months by Western 
Union International and the. A. C. &R. Group. ; 


B. For outbound messages destined to any such country in Area "A", 
originating outside New York, San Francisco and Washington, D.C. - for 
said territory there shall be for each category separate quotas for Western 
Union International, the A. C. &R. Group and RCAC, but there shall be no 
quota for Press Wireless, Inc., which shall be entitled to receive from 
the Merged Company traffic specifically routed via Press Wireless, Inc., 
but only such traffic. The quotas for Western Union International, the 
A. C. & R. Group and RCAC shall be as follows: the quota for each for a 
particular category destined to the country with which communication is 
reestablished shall be the ratio of the number of outbound messages in 
such category destined to such country (wherever originating in the United 
States) handled by it (whether picked up directly by such international 
carrier or transferred to it by domestic landline carriers) during the 
last twelve months during which all international carriers concerned were 
normally handling traffic to such country, to the total number of outbound 
messages in such category destined to such country (wherever originating 


in the United States) handled during said twelve months by Western Union 
International, the A. C. & R. Group and RCAC. 


C. Far sutbound messages destined to any such country in Avea “C". 
originating in New York, San Francisco and Washington, DP. C. and originating 
outside said cities - for each of said cities and for the territory out- 
side said cities, there shall be for each category separate quotas for 
Commercial Pacific, the A. C. &R. Group and RCAC, but there Shall be no 
quota for Press Wireless, Ine., which shall be entitled to receive from 
the Merged Company traffie specifically routed via Press Wireless, Inc., 
but only such traffic. The quotas for Commercial Pacific, the A. C. & R. 
Group and RCAC shall be as follows: the quota for each for a particular 
category destined to the country with which communication is reestablished 
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shall be the ratio of the number of outbound messages in such category 
destined to such country handled by it (whether picked up directly by 
such international carrier or transferred to it by domestic landline 
carriers) during the last twelve months during which all international 
carriers concerned were normally handling traffic to such country, to 
the total number of outbound messages in such category destined to such 


country handled during said twelve months by Commercial Pacific, the 
A. C. & R.. Group and RCAC. 


VII. Signs and advertising 


In New York, San Francisco and Washington, D C., the Merged Company 
shall be free to carry in any of its offices signs or other matter ad- 
‘vertising Western Union International, provided that it affords privileges to 
the A. C. & R. Group and Commercial Pacific to display at said offices, 
signs or other matter advertising said Group and Commercial Pacific; and 
said Group end Commercial Pacific shall afford similar privileges, at their 
offices in said cities, to Western Union International to display signs 
or other matter advertising Western Union International. The Merged 
Company's other offices (exclusive of railway offices operated by the 
railways, where Western Union International's signs are now being dis- 
played) shall not carry signs or advertising matter of any kind for any 
of the international carriers (including Western Union International) 
unless it affords similar privileges to all the international carriers. 
Signs or other matter advertising a particular international carrier 
which are to be displayed as aforesaid at an office of another carrier 
shall be subject to the approval of such other carrier as to form; and 
the preparation and installation of any such signs and other advertisng 


matter shall be for the account and at the expense of the carrier which 
they advertise. 


VILL. Postal facilities now used for international traffic 


Wherever there are at present both Postal and Western Union tie-lines 
or tubes, or only Postal tie-lines or tubes, to a customer's office, the 
A. C. & R. Group and Commercial Pacific shall have the right to purchase 
from the Merged Company the Postal equipment and to lease the necessary 
facilities to connect the customer with the A. C. & R. Group or the Com- 
mercial Pacific operating rooms; or, if in any such case because of the 
customer's wishes or a shortage of equipment it seems preferable to have 
only one printer in the customer's office, a two-way switch shall be in- 
Stalled so that the customer may be connected at his option either to the 


Western Union International or the A. C. & R. Group or the Commercial 
Pacific operating rooms. 
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The A. C. & R. Group shall have the right to purchase from the Merged 
Company the Postal equipment and to lease the direct customers' circuits 
of Postal between Washington, D.C., and the A. C. & R. Group operating 
rooms in New York used for international traffic. 


The A. C. & R. Group shall have the right to purchase the equipment 
and lease the space and facilities now supplied by Postal to the A. C. &R. 
Group at various produce exchanges and press offices in Néw York City. 


Facilities leased as aforesaid from the Merged Company shall be 

M lessed at the applicable tariff rates. The purchase price of equipment 
purchased as aforesaid, and rentals for space leased as aforesaid, shall 

be at prices and rentals to be mutually agreed upon. 


The Merged Company shall continue to operate the Miami end of the 


Miami-Havana cable of the A. C. & R. Group on the same basis and terms 
thet Postal now operates it. 


i. Transit traffic a7 


It is understood that this formula does not cover any telegraph 
traffic originating outside the United States and transiting the United 
States, and that all such traffic handled by the Merged Company shall be 
turned over to the international carrier which would have handled the same 
if the consolidation or merger of Western Union and Postal Telegraph, Inc., 
had not occurred or as it may be specifically routed. 


X. Equality of treatment of international carriers and division of charges 
é 


Except as provided in section III of this formula with respect to 
message traffic originating in certain gateway offices of the Merged 
Company the services furnished by the merged company to the international 
carriers in connection with the handling of international traffic (both 
message and nonmessage or measured services and particularly interconnection 
such as the domestic Telex service of the merged company) , covered by this 
formula shall be uniform and nondiscriminatory; and the division of charges 
for such outbound international traffic shall be such that the Merged Company 
shall retain or receive, for landline haul in connection with international 
traffic handled by it, or for pickup services, amounts which shall be as 
prescribed from time to time, by the Federal Communications Commission. 


XI. Administration 


The supervision of the operations of this Formula shall be under 
a committee of representatives of each of the interested international 
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carriers (the A. C. & R. Group not being considered a group for the pur- 
poses of this section), the staff of which committee may function at the 
distribution offices of the Merged Company, and the costs of which committee 
(including the cost of leasing spate for said staff at such distribution 
offices) shall be equitably shared by said international carriers All 
costs involved in the maintenance by the Merged Company of distribution 
offices and in the distribution by it of traffic under this formula, 
including the cost of maintaining appropriate records as to the distribu- 
tion, (but excluding the cost of any direct tie line or telephone facility 
maintained by Western Union International at any such distribution offices) 
shall be equitably shared by the international carriers and reimbursed by 
them to the Merged Company; and all costs of distribution of traffic 
beyond the distribution offices of the Merged Company shall be borne by 
the international carriers. In the event there is disagreement among the 
members of the committee with respect to any feature of the distribution 
of traffic under this formula, the disagreement shall be submitted to the 
interested carriers, including the Merged Company. In the event the 
carriers are unable to agree among themselves, the matter shall be sub- 
mitted to the Federal Communications Commission for a ruling. 
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SCHEDULE A 


Countries served by Tropical Radio and Telegraph Company through New Orleniis 
as a gateway: 


British Honduras 
Guatemala 
Honduras 

El Salvador 
Nicaragua 

Costa Rica 
Panama 

Puerto Rico 

Cuba 
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SCHEDULE B 
Special Agreement between Western Union International and RCAC 


Out of certain of Western Union International's quotas established 


pursuant to the foregoing formula, the Merged Company shall transfer to 
RCAC certain messages in accordance with this special agreement. 


This special agreement constitutes an arbitrary compromise agreed 


upon by Western Union International and RCAC. In arriving at this com- 
promise, Western Union International computed the United States domestic 


landline tolls paid by RCAC to Western Union during the base year of 1942 
on incoming international traffic from Areas "A" and "B", as compared 


with the international tolls which would have been retained by Western 


Union International on outgoing international traffic to said Areas which 
was actually transferred by Western Union to RCAC during said year; and 
Western Union then estimated the number of additional outbound messages 
that would have been required to be transferred to RCAC during said year 
to bring the figures into approximate balance. RCAC, on the other hand, 
estimated the number of additional messages which would have been required 
to give weight to the combination of inbound and outbound traffic handled 
by RCAC and Western Union International. Approximately the same figures 
for additional messages were arrived at by the two methods, and the figure 
of 111,200 was agreed upon. 


With a view to the preservation of existing cable routes and 
the greater use of direct circuits where available, it is agreed by Western 
Union International and RCAC that, while the aforesaid figure of 111,200 
messages was arrived at as aforesaid, the transfers of messages from 
Western Union International to RCAC pursuant to this special agreement 
shall be limited to messages destined to Continental Europe and Beyond 
the Continent including Greenland and Iceland (but excluding Liberia), 
sub-areas of Area "A". It is further agreed that the messages trans- 
ferred shall be in classes other than press, government and fixed tert. 


Said figure of 111,200 is 60.5% of the total number of outbound 
messages (other than press, government and fixed text) originating in the 
United States and destined to said sub-areas of Area "A", handled by 
Western Union International during the year 1942. 


During the operation of this formula, the Merged Company shall, out 
of Western Union International's quotas of messages (wherever originating) 
destined to said sub-areas of Area "A" (exclusive of any quotas of messages 
established pursuant to section VI of the foregoing formula, to which 
quotas this special agreement shall have no application whatsoever) , 
transfer to RCAC messages (other than press, government and fixed text) 
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to the extent necessary to cause RCAC to receive 60.5% of the gross in- 


ternational tolls on the messages (other than press, government and fixed 
text) in Western Union International's said quotas. 


It is understood, however, that: 


(a) 


(b) 


The messages so to be transferred to RCAC shall not, if other- 
wise available, include messages destined to Russia or Egypt. 


It is understood, depending upon the availability of traffic 


for the purpose, that approximately 30% of the messages so 
transferred to RCAC shall be distributed to countries in Con- 
tinental Europe and approximately 70% to countries Beyond the 
Continent including Greenland and Iceland (but excluding Liberia) ; 
but variations in the initial proposed distributions may sub- 
sequently be made from time to time to meet changing conditions. 
(Russia and Egypt are countries in said sub-areas of Area "A" 
where both RCAC and Mackay Radio and Telegraph Company (Delaware) 
presently have competitive radio circuits, and it is understood 
that the exclusion of these countries shall not be construed 

as an assumption that there will or will not be additional 
competitive radio circuits or that the existing competitive 
radio circuits will or will not be continued in operation.) 


All messages so to be transferred to RCAC shall be messages 
originating outside the cities of New York, San Francisco and 
Washington, D.C., unless there shall not be available in Western 
Union International's quotas a sufficient number of such 
messages for the purpose, in which event sufficient messages 
originating in said.cities to nake up the deficit shall be trans- 
ferred out of Western VUnion International's quotas. 
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SCHEDULE C 
Division of Outbound Charges 


The landline or pickup charges shown in the table below opposite each 
service classification under the caption "Divisions per Word," and the 
number shown in the table below opposite each service classification under 
the caption "Minimum Number Chargeable Words per Message,” shall be re- 
spectively, the charges per word (cable count), and the fewest number of 
words (cable count) per message which are to be charged by the merged 
company for handling outbound international message traffic in each 
classification handled by it regardless of the point of origin in the 
United States or the point of transfer to an international carrier in the 
United States or to a Canadian carrier: Provided, however, That the merged 
company shall continue to pay to the Canadian carriers the same amounts 
per word which were being paid on July Ll, 1958, with respect to that 
traffic exchanged with Canadian carriers pursuant to appendix I hereof 
whick is destined to those points which are subject to the Telecommuni- 
cations Agreement Between The United States cf America and British Common- 
wealth Governments (TIAS 2705, 1952): And Provided further, That after 
the effective date of this amendment (August 1, 1958), the Merged Company 
shall not in any month transfer to any such Canadian carriers a larger 
percentage'of any traffic to any suberea of destination than the per- 
centage of such traffic turned over to any such Canadian carriers during 
1957. If in any month it does in fact make such excessive transfer with 
respect to such traffic, the merged company shall in the next succeeding 
months refrain from making any transfers to either of the Canadian 
carriers until it has transferred sufficient traffic to other carriers 
to restore the balance herein required with respect to such traffic. 


Minimum 
number 
chargeable Divisions 
: words per per 
Service Classification message word 
(Cents) 
Full rate 3 3.5 
Letter telegram 22 2.73 
U.S. Government full rate (no discount) 5 Sea 
U.S. Government rate (at discount)* 5 PAM 
U.S. Government letter telegram 22 a,73 
Other Government full rate (no discount) 5 » 
Other Government full rate (at discount}* ) a 
Other Government letter telegram 22 Pe 


i? 


Service Classification 


United Nations full rate (no discount) 
United Nations full rate (at discount) * 
United Nations letter telegram 
Meteorological 

Urgent press 

Ordinary press 

Deferred press 

Victory letter telegram 

Expeditionary Force messages 


applies to the through rates. 


Minimum 
number 
chargeable 
words per 


message 
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Divisions 


per 
word 


(Cents) 


NVErFUNNNY 
oa 


The "At discount” division shall apply if a discount of 50 percent 
As soon as the discount is eliminated, 


with respect to any point, the charges applicable to "No discount” 


traffic shall automatically apply. 


** Per message. 
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AVVENDIX 1 


Supplement to Toreyeving formula, Providing Por the Distribution by the 
Merged Company olf Tratfie lo Canadian Carriers 


This supplement shall be effective simultaneously with the ¢ffective- 
ness of the foregoing formula. 


I. Canadian National Railway Company (and other companies comprised 
in the Canadian National Railway System), all said companics Leing 
hereinafter collectively referred to 4s "Canadian Netiunal" 


There shall be no quota for Canadian National for any cateyory of 
traffic. Canadian National shall, however, be entitled to reecive from 
the Merged Company its proportion of routed traffic (i.e. messages on 
which the sender indicates the route to be used is a cable roure involving 
transit through Canada) originating in the United States and destined to 
Areas "A", "B" or “C", as may be determined by agreement between Canadian 
National, the Merged Company an« Canadian Pacific, based on past performance 


in respect of each such Area during a representative test period or periods, 
but only sueh traffic. ‘ 


II. Canadian Pacific Railway Company, herein referred to as “Canadian 
Pacific" 


Canadian Pacific shall be entitled to receive from the Merged Company 
its proportion of the aforementioned routed traffie originating in the 
United States and destined to Areas "A", "B" or "C" as may be determined 
by agreement as provided in the preceding paragraph, based on past per- 
formance in each such Area during a representative test period or periods. 


There shall be no quota for Canadian Pacific for any category of 
traffic destined to Area "A". 


For outbound messages destined to sub-areas of fAvpoas “EB” or “COC”. 
wherever originating in the United States, 


the Canadian Pacifie shall have 
a separate quota for each cateyory. 


The quota for a particular category 
shall be the ratio of the number of outbound messages in such catesory 
transferred by the Postal Telegraph Landline System to Lt duting the your 
1942 to the total number of outbound messages im such catesory tronslerred 
by Western Union and by the Postal Telewropl Landling System during the 
yeer 19%2 to all international carriers, 


inchudine Westenra Union tncer- 
national. 


au 
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he quota so established wilh respect to cach cateyory shall be 
applied by the Merged Company us follows: Canadian PaciLie shall receive 
from the Merged Company a volume of unrouted messuges in such cutegory 
which, together with any routed messages in such category reecived by it 
from the Merged Company as hereinabove provided, will give it a percentage, 
equal to its quota in such category, of the total outyoing international 
messages in such category handled by the Merged Company. 


The charges for international trafFie covered by this supplement shall 
be divided (a) between the Merged Company and Canadian National pursuant 
to the provisions of the agreement of January 1, 1915, now in effect be- 
tween The Western Union Telegraph Company and Canadian Northern Telegraph 
Company, ete., and (b) between the Merged Company and Canadian Pacific 
pursuant to the provisions of the agreement of October 1, 1933, as amended 


by the agreement of August 1, 1936, now in effect between Postal Telegraph- 
Cable Company and Canadian Pacific. 


If and when this supplement becomes effective as stated above, the 
provisions hereof, to the extent that the same may conflict with the pro- 
visions of any presently existing contracts which Canadian National or 
Canadian Pacific have with Western Union or with any of the companies com- 


prising the Postal Telegraph Landline System or with any American inter- 
national carrier, shall control. 


LT 


Note: 


RCAC does not approve the principle involved in section II of this Ap- 
pendix insofar as it relates to unrouted traffic. 
The A. C. & R. Group takes no excepijon to this Appendix, but if the 
Federal Communications Commission shoild disapprove section ll insofar 
as it relates to unrouted traffic the A. C. & R. Group takes the posi- 
tion that the unrouted traffic transf:rred by the Postal Telegraph 
Landline System to Canadian Pacific during the year 1942 should be con- 
sidered as though handled by the A. C & R. Group, for the purpose of 
computing the quotas of said Group pursuant to sections IV and VI of 
the foregoing formula. 


. 
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sistas oe 


-or decrease ¢hall be added to or subtracted from such carrier's quota for 


service carriers in accordance with their q:otas, 


als 
APPENDLX 2 
Pornala for the Distributioy by the Merged Company of Marine 
(Shore to Ship) Trallic 


l. The mobile service carriers, Radiomar ine Corporation of America 
(hereinafter called the "RNCA"), Tropical Radio Telegraph Company (herein- 
after called "Tropical") and the Mackay Radio and Telegraph Companies (of 
Delaware and California, respectively, hereinufter referred to collectively 
as "Mackay”;, shall have for each class of service basic quotas for the 
division of all outbound mbile service trsffie originating with or handled 
by the Merged Company. The basic quota for each class of service shall be 
the ratio ef the total number of inbound und outbound messages in all 
classes handled by it during the year 1938 to the total number of inbound 
and outbound messeges in all classes handled during the year 1938 by all 
g2id c#rriers (excluding meteorological traffic in both cases). 


@. The basic quota of each mobile service carrier for any class of 
service, established as set forth in clause 1, shall be modified after six 
months' operation under said basic quota and exeey six months-thereafter 
as follows: if such carrier's percentage of inbound messages in such 
class turned over to the Merged Company shell be increased over or decreased 
under its percentege of total inbound messages in such class (including 
those delivered directly) during the 1938 bsse period, one-half of such increz 


such class ef service tuo determine the division of outbound traffic by 

the Merged Company during the succeeding six months' period (and thereafter 
until further adjustment pursuant to this clause 2). This clause 2 shall 
not tuke effect until all three ef ssid robile service carriers shall have 
re-established their commeccial marine communications business. 


3. Mczbile service messages delivered tu the mobile service carriers 
directly by the public, and such messages delivered by the public to 
R. C. A. Communications, Ine. For RMCA, and such messages delivered by the 
public to ALL America Cables and Radio, Inc., The Cotmmercial Cable Company 
or Comrercitl Pacific Cable Company for Msckay, shall be distributed to 
the partic.lar mobile service cirrier and shall rot be included in the 
mobile service treffie originating with or handled by the Merged Company 
which is to be divided by the Merged Compeny amang the mobile service 
carriers im accordance with their quotes hereunder. 


4. I- making division of mobile service traffic among the mobile 
the Merged Company shall 
transfer seecificzlly routed messeges tv the carrier indicated by such 


routing, and shell divide unrouted messages in each class of service so 
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that each curricr will receive i volume of such unrouted messages in 6% 
class which, together with specifically routed messages received by i i 
such class from the Merged Company (excluding those mentioned in clav e 
3 above), will give it its quota in such class. 


an. 


1 


5. Any mobile service carrier, other than RMCA, Mackay and Tro; ical, 


which opersted coastal stations during 1938 and which is not now reninging 
service and which shall notify the Merged Company of its re-entry intg, jthe 
field, shsll upon its re-entry into the field obtain a basic quota for 
each class of service, 4nd the quotas of the other mobile service carniers 
at the time rendering service shall be modified, as follows: such carrier 
re-entering into the field shall obtain a basic quota for each class, of, ; 
service which shall be the ratio of the number of inbound and outbound 
messages in such class handled by it during the year 1938 to the total 
number of inbound and outbound messages in such class handled during the 
year 1938 by such carrier and by RMCA, Mackay and Tropical. After clause 
2 shall have become operative, the quotas due a carrier subsequently re~- 
entering the field shall be readjusted in accordance with the provisions 
thereof. Upon the re-entrance of said former carrier, the quotas of the 
then active carriers shall be appropriately adjusted to take account of 
the quota obtained by the carrier re-entering the field. 


‘ 


6. The mobile service carriers shall currently furnish to the Merged 
Company any information necessary to enable division of outbound mobile 
service traffic to be effected in accordance with this formula. All costs 
involved in the maintenance by the Merged Company of appropriate records 
as to the distribution by it of mobile service traffic under this formula 


shall be equitably shared by the mobile service carriers and reimbursed by 
them to the Merged Company. 


7. The services furnished by the Merged Company to the mobile service 
carriers in connection with the handling of mobile service traffic covered 
by this formila shall be uniform and non-discriminatory; and the division 
of charges for such mobile service traffic shall be such that the Merged 
Compeny shall retain or receive, for landline haul in coanection with the 
traffic handled by it, or for pick-up services, amounts which, 
of the provisions of any existing agreement between any mobile service 
carrier and Western Union or companies comprising the Postal telegraph 
Landline System, shall be in accordance with the tariffs of Western Union 


for such traffic from time to time on file wit 
Commission. 


regardless 


h the Federal Communications 
No Western Union tariffs. for such traffic presently on file 
with the Commission show such division of charges, and it is understood 
that, in view of the fact that mobile service communication has been inter- 
rupted and such service is not now being rendered, Western Union tariffs 
for such traffic showing such divisdon of charges are not now being filed. 
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It is further understood, however, that when such tariffs are Filed, | 68 
division of charges provided for will be such that the Merged Company’ 
landline or pick-up charge will vary from 36 to ll¢ (assuming that La: 
line rates then in effect are substantially the same as at present) p 

. word (for Full Rate and Cde, with usual percentage reductions for ot! 
classes of service), depending upon the point of origin of the messag: 
relation to: the point of transfer to the mobile service carrier,.and ! 


for each point-of transfer to mobile service carriers either (a) zone: Li 
be established such as are set forth in certain of the subdivisions o: 
Schedule C of the formula to which this is an appendix and the charge at 
vary from zone to zone from the aforesaid minimum to the aforesaid ma 

mum, or (b) a different method of grouping states will be establishe: ith 


the charge again varying from said minimum to said maximum, all as ma 
be agreed upon by the interested mobile service carriers with the Mer: 


Company and approved by the Commission, or as may be prescribed by thi 
Commission. 


8. In the event that the Merged Company shall have any question ith 
respect to any feature of the distribution of traffic under this formila, 
) such question shall be submitted to the interested carriers and in the... 
event they are unable to agree among themselves and advise the Mergec Company, 
the Merged Company shall bé entitled to submit~thé question to the Fe .enal-. 


Communications Commission for a ruling and shall be entitled to rely .gpon 
the ruling of said Commission. 


9. If and when this formula becomes effective, the provisions }. reof, 
to the extent that the same may conflict with the provisions of any 
presently existing contracts which any of the mobile service carriers have 
with Western Union or with any of the companies comprising the Postal 
Telegraph Landline System, shall control. 
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APPENDIX 3 


Supplement to Foregoing Formula, Providing for the Distrib. 
by the Merged Company of Traffic to Newfoundland 


rhis Binet Sa Le tne Sect ise 


of the loreyoing formula. 


For the purposes of this supplement: the term "Commercial" refer 
to The Commercial Cable Company; and each classification of traffic de 
to Newfoundland shall constitute a separate "category" or "category of 


traffic", and quotas for each such category shall be established as he 
after provided. 


For outbound messages destined to Newfoundland, wherever originat 
in the United States, Western Union International and Commercial shall 
each have a separate quota for each category. The quota for each for 
particular category shall be the raLio of the number of outbound mess. 
in such category handled by it (whether picked up directly by such in: 
national carrier or transferred to it by domestic landline carriers) 
during the first stx months oF 1943 to the total number of outbound nv 


in such category handled during the first six months of 1943 by Wester 
Union International and Commercial. 


: The quotas so established with respect to each category shall be 
applied by the Merged Company to all the outbound traffic (routed and 
unrouted) in such category handled by it, and the. distribution of such 
traffic by the Merged Company between Western Union International and 
mercial shall be made, all in like manner as is specified in section V 
the foregoing formula with respect to the distribution in accordance w 
said formula of traffic destined to any sub-area of Areas "A" or "8"; 
the provisions of said section V with respect to distribution offices 
the Merged Company and of section IX with respect to transit traffic, 


all be applicable to this supplement with like effect as though set fc 
herein. 


The services rendered by the Merged Company to the international 
carriers in connection with the handling of traffic to Newfoundland co 
by this formula shall be uniform and non-discriminatory; and the divis 
of charges for such traffic shall be such that the Merged Company shal 
tain or receive, for landline haul in connection with such traffic har 
by it, or for pick-up or delivery services, from or to point of origin 
in the United States to or from point of transfer in New York City, an 
which shall be in accordance with the tariffs of Western Union on file 
domestic landline services, regardless of the provisions of any existi 
agreement between Commercial and any of the companies comprising the | 
Telegraph Landline System. 
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F.C.C.. (13-1203 


BEFORE THE 
FEDERAL COMMUNICATIONS COMMISSION 
Wasutxeron, D.C. 20554 


In the Matter of 

INTERNATIONAL RECORD Carriers’ SCoPE ar | 
OperaTIoNs IN THE CoNTINENTAL Unrrep | Docket No. 19660 
Srares, Ixciupine PosstBLe Revistons To{ RM-690 | 
THE Forsrcuna PRESCRIBED Unver SEcTION 
922 or THE COMMUNICATIONS Acr 


; Mesroranpumt OPrxton AND ORDER 
(Adopted November 21, 1973; Released November 26, 1973) 


By true Cosmrss1on: Com3tIssioNER H. Rex Lee assent; Commis- 
SIONER REID CONCURRING IN THE RESULT. 
before it for consideration (a) a petition for 
World Communications Inc. (ITT) under 
Communications Act seeking changes to the 
€ outbound international messages (for- 
mula); (b) co filed by RCA Global Com- 
munications, Inc. (RCA), W' International, Inc. (WUD), 
TRT Telecommunications Corp. (TRT), French Telegraph Cable Co. 
(French Cable), Canadian National Railway Co. (CNR), Canadian 
Pacific, Ltd. ( PL) and The Western Union Telegraph Co. (WU): 
(c) a reply filed by ITT; and (d) supplementary comments filed. in 
response to a request of the Chief, Common Carrier Bureau, by RCA. 
WUI, French Cable, TRT, CPL and WU amplifying the positions 
taken in their originally filed comments. The ITT petition alleges that 
the formula, as presently written, is anachronistic and no longer pro 
vides a distribution among the international record carriers (IRC's 
of outbound international message traffic which is just, reasonable. or 
equitable in the public interest. The petition further requests the Con- 
mission thoroughly to review the workings of the formula and to pre- 
scribe a new formula which will be eqiutable to all parties. 

9. The present dispute centers around the formula developed pur- 
suant to Section 222(e) (1) of the Communications Act. That section 
provides that 

the consolidated or merged carrier [WU] shall... distribute 
among the international telegraph carriers, telegraph traffic br 
wire or radio destined to points without the continental United 
States... . in accordance with such just, reasonable, and equ 
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Henominated a “complaint” in accordance with 
er, since it Involved a request for a change in 
heaning of § 551(4) of the Administrative Proce- 
eated as a petition for rulemaking and assigned 
the complaint will be referred to herein as 2 
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table formula in the public interest as the interested carriers shall 
agree upon and the Commission shall approve... 47 U.S.C. . 

> §999(e)(1) (1970). 

The question before us is whether the formula currently in effect, ° 

which was initially prescribed by the Commission in 1943, is now out- 
moded. Section 222(e) (3) provides that the formula may be revised 

"whenever, upon a complaint or upon its own motion and after a full 

hearing, the Commission determines that the formula no longer oper- 

;ates so as to fulfill the statutory requirements. We believe that the ITT 

‘petition and associated pleadings make a prima facie showing that the 

current formula is or will be unjust, unreasonable, or inequitable and 

‘thus not in the public interest. 

"3, Section 222 was enacted in 1943 to permit the merger of WU and 

‘The Postal Telegraph Cable Co. (Postal). As a result of the merger, 

WU would become the sole domestic telegraph carrier with an extensive 


--landline network.? Congress feared that this would put WU in a posi- 


‘tion where it could favor its own international division (WU Cables) 
over the independent IRC’s with respect to traffic originating in the 
“hinterland. Therefore, the section included a provision requiring WU 
to divest itself of its cable division. Since divestment was not made @ 
*pre-condition of the merger, WU would continue its international op- 
erations until such time as a purchaser for them was found. Section 
+222(e) was included to provide a method for insuring fair distribution 
-among the IRC’s of outbound international message traffic by WU, 
-avoiding favoritism of either its own cable division ending divest- 
‘ment or another carrier. We approved the merger application on Sep- 
-tember 27, 1943, 10 F.C.C. 148 (Docket 6517), and issued an accom- 
yas “Separate Report of the Commission on Formulas for the 
+Distribution of International Traffic,” 10 F.C.C. 184. In this document, 
iwe adopted a method of distribution which, with some modifications, 
‘remains in effect today. 

* 4, The formula, which is set forth in the attached Appendix, pro- 
;vides generally that each IRC should receive from WU a sufficient 
‘number of unrouted ‘ international messages so that the gross inter- 
national tolls such IRC would receive from all traffic (routed as weil as 
*unrouted) destined to a particular geographical sub-area * would ac- 
-cord with that carrier’s proportionate share of the total tolls to each 
‘subarea during the base year. An IRC is given a quota of messages, 
‘taking into consideration not only the number but also the length of 


# 2 There was a limited IRC domestic message service prior to World War IT. Howerer, 
iduring the war, the War Communications Board ordered those operations terminated for 
sreasons of national security, and they were never resumed. 

* $In 1961, in connection with the WU divestment, we modified the formula to substitute 
SWUI for WU Cables division and to reflect the fact that thereafter WUI would be an 
independent IRC. 

& *A customer sending an ontbound international telegram via WU may eitaer specify the 


laternational carrier he wishes to handle the message (a “routed” telesram) or merely 
-file the message with WU without further direction (an “unrouted” message). The 
formula, which provides in Section III that specific routings are to be Lonored, was designed 
‘to provide a fair distribution of total messaze trafiic. 

* *The formula created three Areas: (1) Area “A” (Atlantic), (2) Area “R’ (Latin 
America) and (3) Area “C” (Pacific). Each area is divided into “Subareas” to cover specific 
tuuntries and territories. - . : 

= *The “base year” under the formula is, generally, 1942 (the last fuil year prior to the 
Merger): The formula, however, provided that where service to a country within a subarea 
‘of Areas A or C had been interrupted by the war, the base period for determination of 
‘Quotas would be the last twelve-month period F blog to the interruption in which all 
daterested IRC’s were normally handling tra ‘ic to:that country. : 
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the messages, to the geographical areas it was authorized to serve j; 
1942 that would achieve the general goal of the formula. In the eve: 
that the messages turned over in any month do not fulfill a carrier’. 
quota, the formula provides for that carrier an increased number o: 
messages to assure that its quota is met thereafter. Day-to-day admi;, 
istration of the formula is conducted by the International Formn); 
Cominittee, made up of representatives of the interested IRC’s, whie: 
issues, through its staff the International Quota Bureau, instructioy; 
to WU directing it to distribute unrouted messages. We have the re. 
sponsibility to oversee the operation of the formula as a whole and to 
assure that it continues to serve the public interest. 

5. In 1961 we approved a plan under which the American Securiti« 
Corp. would purchase the WU Cables division and operate it as ar 
independent TRC under the corporate name of Western Union Inter. 
national, Inc.’ With the consummation of divestment in 1963, WT 
was no longer in a position where it could favor its own international 
operations. At that time, we approved certain modifications to the 
formula to reflect the effect of the divestment. However, we did not 
engage in a thoroughgoing review of the formula or make any struc- 
tural revisions. 

6. In December 1972, in Docket No. 19660, we initiated a genera! 
inquiry into the relationship between WU and the IRC’s.* Among the 
matters included in that inquiry is the ITT petition at issue herein. 
This investigation arose from a series of interrelated filings bearing on 
the general question of the interface between the domestic and inter- 
national telegraph fieids. At the time we instituted this docket. we 
stated our belief that these matters would best be considered together. 
However, in view of the developments which have taken place since we 
instituted Docket No. 19660, it now appears that the best and mos 
expeditious course is for w. to consider further the ITT petition and 
associated responses separately at this time. 

7. In its petition, ITT isolated three aspects of the present formula 
which it claims need correction: (1) the quota system; (2) “Schedule 
B”: and (3) the gateway concept. With respect to the quota system. 
ITT alleges that the technical, operational, and corporate change: 
which have occurred in the international message industry since 1943 
have made it anachronistic. Under the formula, the quotas are de- 
signed to preserve each IRC’s relative market share at its 1942 or 
earlier level. ITT notes that, although the present structure was argu- 
ably necessary to prevent WU from favoring its cable division. Its 
continued validity is doubtful because the divestment of that division 
has put WU in a position where it can no longer so favor itself. More 
fundamentally, however, ITT charges that the existence of sizeable 
“deficiencies” and “overages,” ® and the fact that the formula provides 


730 F.C.C. 323 (Docket No. 6517) (1961). 
§38 F.C.C. 24 548 (1972). 
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no way to eliminate them, indicate a basic weakness which should be 
corrected. ITT also challenges the continued validity of “Schedule B” 
io the formula. Under this provision, WU agreed to give RCA certain 
gmounts of traffic taken from its quotas to subareas of Area A 
{Atlantic). : i 
“ITT characterizes this agreement as a “gift,” which was made to 
compensate RCA for its pre-merger lack of access to a domestic land- 
line system,?° and argues that any disadvantage RCA suffered must be 
considered to have been redressed in the time since the formula was 
imstituted. Finally, ITT believes that, in connection with a review of 
the formula, the “gateway” * concept should be modified to reflect 
more accurately modern operating techniques, such as automatic 
switching, which permit handling to and from any point in the Tnited 
States, without peer at, present gateways, as contrasted with 
handling of messages at gateways in 1943. In view 
of this, ITT believes gateway cities, which were tied to old operating 
limitations, should not be restricted to those currently authorized. IT 
requests that, after hearing, the Commission revise the formula to meet 
modern conditions, including: 


© a) cancellation of all existing overages and deficiencies ; 

> ») ordering WU to turn over unrouted traffic equally to all IRC’s authorized 
to serve the point of destination ; 

- e) cancellation of the quotas for the Canadian carriers under appendix 2 to 


the formula ;* : 
; d) ordering WU to turn over all routed traffic to the carrier of the sender's 


choice without any regard to the distribution of unrouted trafic, if it can carry 


the traffic out of the country ; 

+ e) prescribing that gateway traffic originated by an IRC itself should have no 
pearing on the distribution of outbound unrouted traffic. 

¢ f) cancellation of Schedule B of the formula ; and 

; g) upon revision of the formula, abolition of gateway quotas and discribution 
of unrouted traffic filed with WU equally among the IRC'’s, allowing the IRC’s to 
operate in “new” “gateway” cities upon an appropriate Section 214 finding. 


in a deficit position. RCA was also in a deficit position with respect to Schedule B traffic. 
ITT argues that to the extent a curricr strives to fucrease its routed trafic, it loses unrouted 
traffic, so that the present formula inhibits competition. It also points out that RCA has 
no gateway quota to Areas A and B, so that its hinterland quota to those areas is not 
reduced by routed gateway tratiic, as are ITT’s and WUI's, where its gateway traffic is 
proportionately greater than it was in the base ycar. In view of its overages, and conse- 
quent lack of participation in unrouted traffic, it believes it is deprived of the opportunity 
to develop such market and to gain any return traflic from abroad that may result from 
the handling of unrouted traffic. It also cites other examples which it believes illustrate 
formula inequities—U.K. and Erie, South America, mie map 

£1. Pyfor to the merger, the WU Cables division relied on the WU domestic landline net- 
Work to provide pickup and delivery for international message traffic to and from the 
hinterland, ITT’s predecessor in the formula collectively referred to as the “A.C, & R. 
group,” had an exclusive arrangement with Postal under which the ITT companies turned 
ever to Postal unrouted inbound traffic in return for all its unrouted outbound traffic. 
2CA, however, had no such arrangements. RCA, however, did have a pre-merger contract 
with WU which provided that WU would turn some traffic over to it in return for 
RCA’s Inbound traffic. Additionally, RCA had arrangements with WU for exchange of 
traffic to and from trans-Pacific points, 

* 4 Section 222 provided that, notwithstanding the ract that pickup and delivery of 
international messages within the continental United States is defined as a domestic tele- 
gra‘): operacion, the IRC’s may pick up and deliver such messages “in the cities which 
tongdtute gateways approved by the Commission as points of entrance into or exit from 
the continental United States. . . .”" See 47. U.S.C. § oe (1971). 

~ 3 Appendix 1 to the formula provides that CNR and CPL be given quotas to certain 
points in Australasia. This provision arose because prior to the merger WU had a contract 
ith CNR to turn over specifically-routed traffic destined for those points. Postal had a 
similar contract with CPL, except that unrouted traffic was also covered. The formula 
brovides that specifically ronted traffic be turned over to the two Canadian carriers and 
that sufficient unrouted traffic be turned over to CPL so that its pre-merger share of the 
total trafic (routed and unrouted) to the areas in question would be generally main- 
tained. ITT argues that the contractual rights which resulted in this provision “can 
tertainly be deemed to have been fulfilled. . . ." See ITT petition at pp. 11-12. 
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g, Essentially, none of the parties who filed comments herein dis- 
putes the factual allegations in the ITT petition. However, some of 
them take exception to certain features of the ITT proposal for a new 
formula. The position of the parties may be summarized as follows: 


_—WU’s present interest in the Formula lies in the establishment of pre 
visions which are substantially clear and explicit so that it may readily determine 
the identity of the IRC to which trafiic is to be transferred, and the means tu 
make interpretations of the formula or resolve disputes. Any revision should pro- 
vide for the distribution to be ma U of international record traffic speciti- 
cally routed via a Canadian carrier, n IRC which cannot carry such 
trattic out of the United States. ld not inhibit WU 
from changing its opera i 
The present Formula is beco: 
dling and processing of international 
all traffic should be required to be specifically 
be done, then responsibility for dis an entity 
of the IRC’s such as the Internat unrouted 
traffic to a particular area should be transferr 
handlings. All costs of distribution should be borne by the IRC’s, and WUT should 
make a reasonable profit on its services in distribution of traffic. So far as ITT 
proposes expansion of existing gateways, WU opposes such a step. Since it ius 
svithdrawn from international operations, the IRC’s should not expand into the 
domestic field. Moreover, the IRC’s should not maintain independent offices in 
but should use WU offices. In any event, any treatment of the 
in the Formula should be resolved in a manner consistent with 
f the industry structure in Docket No. 19660. 
1 seeks only to advance ITT's interest. ITT hax an 
¢ October 1972, and RCA has an underage of $45.5 
e overages and underages must be viewed in 
ligh scribed. It asserts that the 
Formula re WU Cables and ITT were 
closely allied wi xt d have roughly equal pre 
portions of in and out traffic, W er approach this position. 
since it had no close affiliation with a RCA voluntarily gave up 
to Areas A and efforts. ITT, which ho< 
s, promutly did so ant 
doubled its a , Ob 4 1 diminishing unrated 
traffic in gateways. Ww ed substantial e for which it never 
had quotas, giving it overage RC. rages. WU enterel 
into solicitation practices for W A Wit 
has a hinterland overage while RCA and I ve 
its own cumulative overage, and it has fail Tone 
tionship for its contention. It has not been 
to Schedule B, it was neither a gift to R 
Formula submitted to the Commission. ITT did not oppose 
does not take a single unrouted message from ITT. Since RCA has a substantid 
deficit under Schedule B, it cannot be said to have been compensated for the 
{nequalities intended to be removed by Schedule B. In summary, ITT’s approach 
is an arbitrary one, and reflects none of the public interest consiferations Tree's 
nized as important by the Commission in 1943. RCA, with the heaviest deficit. 
would be the chief victim. The basic problem is one of not having 4 methed 10 
lquidate deficiencies. and any revision must recognize and account for them. bia a0 § 
has failed to make a prima facie case. 
WtJ.—In the interest of expedition, any possible Formula revisions should 1 
explored preliminarily by the interested carriers, using Section XI of the Fer 
mula, which provides for an International Formula Committee, as a vehicle. Sr 
course could eliminate or minimize tedious formal hearings. WUI will not 
'ment at this time on I'TT's proposais, since it is preferable to explore them in! the 
Committee, and, moreover, they are lacking in detail. and there is a question as 0 
whether the showing made is adequate to svarrant a Section 922 proceeding. Tn 
any event, such issues as free direct access and gateway city charges should ‘* 
first resolved. 
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French Cable.—As French is not a party to the Jormula, it made no comment 
either on ITT’s allegations or on its recommendations. However, it did indicate 
? its desire to participate in the resolution of the conflict. 

_ TRT.--This company supports the ITT view that the Formula requires revi- 
sion. It proposes the following changes: 

1. that existing “overages” and “deficiencies” be eliminated ; 

® that avy carrier handling routed traftic to a foreign or overseas desti- 
nation be eligible to handle unrouted traffic ; 

8. that each carrier be allocated a percentage of unrouted traffic tolls to 
each country or overseas destiuation in proportion to that carrier's share 
of the total routed traffic toils to that country or overseas destination : 

4. that in determining each carrier's share of the total routed traffic tolls 
only those tolls which are derived from messages originating outside the 
gateways be included; 

5. that the percentages for each carrier and each country or overseas desti- 
nation be determined annually for the latest complete year; 

6. that the carriers report to the FCC the number and the tolls of all 
routed and unrouted messages to each eountry or overseas destination ; 

7. that the computation of the percentages and the verification of the 
reporting be the responsibility of the FCC; 

8. that the IQB be dissolved. 

| TRT states that: The suggestion above that the unrouted traffic be 

‘allocated by country or overseas destination in proportion to the 
- routed traffic for each carrier which is derived from messages originat- 
_ ing outside the gateways would serve as an incentive for each carrier to 
maintain service quality and to be responsive to customer's require- 
- ments. Competition would be encouraged, and successes In Mnovation 
’ and providing more attractive service to the using public would be re- 
- warded by increases 1n both routed and unrouted traffic. (Under the 
‘ present quota system, increases 1n routed trefic have negative effects on 
: unrouted trafic.) However, it is essential that tolls generated from 
» Messages originating within the gateways be excluded in calculating 
: the amount of total routed trafiic for each carrier so as to avoid undue 

preferences to the three larger U.S. international recerd carriers result- 
ing from their favored gateway status. The suggested manner of 
- handling unrouted outbound traffic has the edvantages of simplicity 
‘ and equity. It also haa ae for automatic updating of the percentage 
* distributions annua ly. Furthermore, this method would not be affected 
= by any changes in gateways, or hinterland direct access that the Com- 

+ mission might make in the future. 

=. (PL.—CPL opposes the ITT proposal with respect to unrouted traffic dis- 

= tributed to Canadian carriers, arguing that it would violate Section 222(e) (1) 
= in that CPL had an exclusive contract with Postal Telegraph, assumed by WU 
~ after merger, under which CPL received unrouted trafic to Australasia and the 
= British West Indies, and, in return, transferred to Postal all inbound traffic 

“, from these areas to routes served by Postal. It states that the Commission, in 

adopting the Formula, agreed that WU should continue to transfer to CPL suff- 

5. cient outbound traffic to these areas to maintain its percentage share in total 

routed and unrouted traffic to these points. The menorandum of understanding 

& adapting the contract is still in existence, having been periodically renewed. so 
that CPL's pre-existing contract rights prevent the ITT proposed chauge. More- 
aver. equity conid militate against a change, since CPL ttansfers traffic to WU. 
In addition, statements made by the Commission in its decision in the Formula 
in 1943. snpport continuance of the quotas. 

- CNR.—This. Canadian company also opposes the ITT proposal and takes ex- 
ception to the statement that any pre-merger contract with WU or Postal Tele- 
graph ean he now deemed to have been fulfilled. It helieves the contractual 
obligations of WU are subsisting in law, and that its right to a quota continues 
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subject to the same protection as those of other international carriers. In the 
alternative, it suggests that if the present Formula requires revision, any new 
Formula should not liquidate deficiencies without some compensatory equitable 
provision being made in favor of the carriers in a deficiency position. 

9. In response to the more recent comments, ITT points out that the 
Commission has never reviewed the Formula, and asserts that none of 
the commenting carriers has pointed out a good reason for delay. It 
states that, although it had suggested specific remedies, it does not con- 
tend that no other remedy would serve the public interest. It questions 
the feasibility of the WU suggestion that all traffic be routed, (though 
it states that this is an ultimate objective or a reasonable objective), in 
view of the effort required to educate the public, and the tendency of 
WU employees to treat a specification of “WU” as a routing via WUI. 
It believes that TRT’s proposal is more viable, insofar as it suggests 
that unrouted traffic be a wre in proportion to routed traffic. It 
characterizes the responses of others as obstructionist or dilatory. ITT 
says that the CPL-WU memorandum of understanding was extended 
without consideration by the Commission; that the overages and de- 
ficiencies referred to by RCA illustrate the need for a new Formula and 
do not represent commitments or obligations of any carrier; and that 
the WUI suggestion, that free direct access and additional gateways 
require prior resolution, is without merit. 


DISCUSSION 


10. The formula presently in effect was prescribed by us in 1943. 
While we believed at that time that the formula reasonably fulfilled 
the Section 222(e) (1) requirements, we have recognized that it might 
become outmoded with the passage of time. In fact, at the time we ap- 
proved the divestment proposal of WU and American Securities Corp. 
we noted that 
{djuring the period since [the merger], it has always been at least implicit in 
our administration of the formula that, in addition to being a device for an 
equitable distribution of outbound traffic, handled by {WU], among the inter- 
national carriers, the formula as now written is an interim document designed 
to provide protection to the other international carriers against any favoritisin 
on behalf of {[WU’s] cable system so long as such system is part of Western 
Union. 30 F.C.C. 323, 373-4 (1961). 

In that proceeding we did approve amendments to the formula to 
reflect the fact that thereafter WUI (the divested WU cables division) 
would be an independent IRC with no connection to WU. However, 
since we noted that we had not been asked to overhaul the basic struc- 
ture of the formula, we left that question to an appropriate proceeding. 
The matters set out in the instant petition and responses thereto, raise 
a substantial question as to whether the formula has kept pace with 
the developments in the industry since 1943. We agree that it is time. 
some 30 years later, to re-evaluate that structure in light of present 
realities. While we included this subject in Docket No. 19660, to be 
considered along with other matters, it appears that, at this time. 2 
more intensive analysis should be given to the formula and possible 
revisions. Accordingly, we are instituting a special investigation into 
this matter. 

43 F.C.C. 2d 
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11. While we agree that the formula needs to be re-examined. we 
think that our inquiry should be broader than that requested in the ITT 
petition. Both TRT and WU have made alternative proposals which 
‘appear to us equally worthy of further consideration. Other interested 
parties, in view of our desire thoroughly to explore the question of 
formula revision, may wish to offer other proposals for our considera- 
‘tion at this time. So that the resulting revisions may best serve the 
public interest, we believe that, consistent with an expeditious resolu- 
ition of this matter, we should consider all relevant views. We intend, 
itherefore, that the investigation ordered herein should explore the 
| whole matter without being tied to the proposals and views of any one 


arty. 
, 1D, We note that ITT has acknowledged that its own views are not 
necessarily the only ones which will serve the public interest. ITT 
may well wish to review further its announced position in view of 
the alternatives advanced by the other parties. Some of the parties 
\herein withheld comment on the merits of the ITT petition pending 
'further formal action. Moreover, the parties have not comri2nted on 
‘the WU or TRT proposals, which were submitted in response to the 
letter of May 25, 1973, from the Chief, Common Carrier Bureau. 

13. Under these circumstances, the most expeditious course is to 
‘have the interested parties submit detailed and explicit written posi- 
jtions setting out the facts and other considerations (legal, policy. etc.) 
iwhich are relevant to a decision on the several issues presented by the 
‘pleadings. We shall provide for responses thereto and replies. We 
ibelieve that this proceeding is an appropriate one for the application 

of this approach. To the extent that an oral hearing is necessary or 
desirable, upon review of the submissions indicated above, we shall, 
of course, consider an appropriate request by any party, or take action 
on our own motion. 

14. We have referred above (paragraph 11) to the possibility that 
other parties may wish to propose changes in addition to those sug- 
gested by ITT, TRT, and WU. Should this be so, any such party may, 
to the extent it believes our order herein otherwise precludes such 
submission, request an appropriate amendment of such order. 

15. Accordingly, IT IS ORDERED, pursuant to Sections 4(i), 
4(j), 201, 222, and 403 of the Communications Act of 1934, That an 
investigation is hereby instituted to determine whether the distribu- 
tion of telegraph message traffic under the formula prescribed pur- 
suant to Section 222(e)(1) of the Communications Act for the dis- 
tribution of outbound international message traffic handled by The 
Western Union Telegraph Co. is unjust, unreasonable, or inequitable 
or not in the public interest and, if so, the nature of the amendments 
which the Commission should make thereto; 

16. IT IS FURTHER ORDERED, that the investigation ordered 
herein shall include inquiry into the following issues: 

(1) The exact manner in which the distribution of traffic is presently being 
made, broken down by carrier, category of traffic, and areas and sub-areas, 

(2) The nature, extent and reason for the existing overages and deficiencies 
in assigned quotas. In this connection, each carrier shall present full data with 


Tespect to its overages or deficiencies, by area and sub-areas, as of each year-end 
for the ten (10) yeurs ending December 31, 1972, and an estimate for the year 
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ending Deceinber 31, 1973; as well as the totals, by area and sub-area, since 
distribution began under the formula. 

(3) The present defects in the formula, pointing out with specificity the effect 
of each claimed defect not only on the respondent, but also on other interna- 
tional record carriers and on the quality of service provided to aud the rates 
charged the using public. 

(4) The specific amendments which should be made to the formula to remove 

each such defect, the effect each such amendment will have on respondent, 
other international record carriers, and on the quality of service provided to 
and the rates charged the using public. 
In answering issues (3) and (4), attention should be directed to the 
proposals of ITT, WU, and TRT. a and replies will, of course, 
also be directed to any new matter which may be raised in the initial 
statements filed pursuant hereto."* 

17. IT IS FURTHER ORDERED, That, to the extent provided 
for herein, the petition for rulemaking filed by ITT World Commu- 
nications inc. IS GRANTED and is otherwise DENIED in all 
respects ; 

18. IT IS FURTHER ORDERED, That ITT World Communi- 
cations Inc., RCA Global Communications, Inc., Western Union In- 
ternational, Inc., TRT Telecommunications Corp., The French 
Telegraph Cable Co., The Western Union Telegraph Co., Canadian 
National Railway Co., Canadian Pacific, Ltd., and United States- 
Liberia Radio Corporation are hereby made parties respondent to the 
investigation instituted herein ; 

19. If IS FURTHER ORDERED, That the International For- 
mula Committee, including its staff the International Quota Bureau, 
is hereby made a party respondent for the purpose of furnishing such 
information that it may have within its possession or knowledge con- 
cerning the operation of the formula that may be required by the 
Commission for the resolution of this matter ; 

20. IT IS FURTHER ORDERED, That the following procedures 
will be followed in this investigation : 

(1) Respondents shall file, and other interested persons may file, within sixty 
(60) days of the release of this Order, statements of fact and memorandums 
of law relative to the issues set out herein ; 

(2) Responses to initial siatements shall be filed thirty (20) days after the 
statements are due, and replies to such responses shall be filed within fifteen 
(15) days after the filing of responses ; 

(8) All statements filed by a respondent, or other interested persons, shall 
be served upon all other respondents and all further pleadings shall be served 
on those respondents aud all other persons filing statements herein ; 


91, IT IS FURTHER ORDERED, That the Commission will 
make such further orders herein as are necessary or desirable. 


FEeperan CoMMUNICATIONS CowMISSION, 
Vincent J. Mciirns, Secretary. 
14 We do not, however, think that a resolution of the {ssue raised by ITT with respect to 


redefining gateway cuncepts is a prerequisite to revision of the formula and do not propose 
to address it in this proceeding. 
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Wasurneron, D.C. 20554 


In the Matter of 
INTERNATIONAL Recorp Carriers’ Scope or 
OPERATIONS IN TIE CONTINENTAL Uniten | Docket No. 19660 
States, Inctuprne Possistr Revistoxs tro{ RM-690 
THE ForsuLa Prescrkisnep UnpEerR Secrion 
299 or THE CoMMUNICATIONS AcTY 


Mesroranpcm ONINION AND Onper 
(Adopted May 30, 1974; Released June 10, 1974) 


By trre Commission: ComMIssiIoNER QUELLO NOT PARTICIPATING. 

1. By Memorandum Opinion and Order (Order) in the above-cap- 
tioned matter released November 26, 1973, 48 F.C.C. 2d 1174, we insti- 
tuted an investigation to determine whether the distribution by The 
Western Union Telegraph Co. (WU) to the international record car- 
riers (IRC’s) of outbound international message telegraph traffic 
under the formula prescribed pursuant to Section 222(e)(1) of the 
Communications Act is unjust, unreasonable. or inequitable or not 
in the public interest and whether the Commission should prescribe 
any amendments to such formula. The Commission has before it for 
consideration letters, al] dated March 11, 1974, from RCA Global 
Communications, Inc. (RCA), Western Union International, Inc. 
(WUI), TRT Telecommunications Corp. (TRT), and ITT World 
Communications Inc. (ITT) which seeks an interpretation of our 
November 26 Order. RCA replied to the ITT letter on March 27, 1974. 
_ 2. In the above Order, we designated for investigation the following 
issues: 

(1) The exact manner in which the distributi of traffic is 
presently being made, broken down by carrier, category of traffic, 
and areas and sub-areas. 

?) The nature, extent and reason for the existing overages 
and deficiencies in assigned quotas. In this connection, each carrier 
shall present full data with respect to its overages or deficiencies, 
by area and sub-area, as of each year-end for the ten (10) years 
ending December 31, 1972, and an estimate for the year ending 
December 31, 1973; as well as the totals, by area and sub-area, since 
distribution began under the formula. 

(3) The present defects in the formula, pointing out with 
specificity the effect of each defect, not only on the respondent, 
but also on other international record carriers and on the quality 
of service provided to and rates charged the using public. 

(4) The specific amendments which should be made to the 
formula to remove each such defect, the effect eac!. such amend- 
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ment will have on respondent, other international record carriers, 
and on the quality of service provided to and the rates charged the 
using public. 

We also directed the parties to file with us, within 60 days of the 
‘release of the Order, statements of fact and memorandums of law rela- 
tive to the designated issues, which would set forth their respective 
positions on the defects in the formula, if any, the need for amend- 
ment, and any recommended changes. 

3. The present request arises from a series of meetings between the 
IRC’s, WU, and the sta onvened at RCA’s request to 
discuss RCA’s conten tistical data called for by the 
issues were unavailable.’ the parties appear to have 
agreed upon @ plan whereby Viect the desired data and 
the participating IRC’s wou ly the costs of the study. 
Some parties, most notably ITT, object to the delay in filing carrier 
comments which the proposed study will entail. By letter of April 11, 
1974, WU stated that it can develop the computer Le m needed for 
the study in about two months and will be prepare to begin collecting 
data on Ju d that while the data in question would be 
helpful, it di to respond to the issues 
and that the delay would justi 

4. Both RCA and WUI urge the necessi 
before the parties can respond to the issues. They a 
require @ statistical analysis of the manner in w 
message traffic is present] distributed under the 
down by carrier, area, an sub-area. The carriers say they lack the 
data to make these analyses because the data supplied by the Inter- 
national Quota Bureau (IQB)? are incomplete, in that they do not 
include any figures for messages transferred by WU to an RC who 
is entitled under the formula to all unrouted traffic to a particular 
point. Further, they contend that the IQB data which do exist are 
distorted and thus unreliable. In support of this contention, RCA 
cites WU’s practice of treating messages filed with a WU central 
telephone bureau as hinterland traffic even though the originating 
customer is located in a gateway city. Also, WU does not differentiate 
between routed and unrouted messages filed in those WU public offices 
which, under the formula, constitute WUI public offices. F inally, 
RCA notes that there is a discrepancy between the IQB figures and 
the totals the IRC's report in the annual reports filed under Sec- 
tion 43.61 of the Commission's Rules. The pro osed study is neces- 
sary, they say, to provide accurate data from which to determine the 
effects on a given carrier of proposed changes in the formula. They 


contend that because of the hearing requirement in Section 222 (e) (3) 


LOO 


TRT while the others, who 
tings, chose ni 

bine yor po (IFC) at 

e of representatives 

of the IRC's ent he responsibility fer 

administering ° om . . ineludir« 

urpose of g 


47 F.C.C. 2d 


mission Reports 


ternational record carriers, 
to and the rates charged the 


us, within 60 days of the 
h memorandums of law rela- 
H set forth their respective 
any, the need for amend- 


ies of meetings between the 
vened at RCA’s request to 
ica] data called for by the 
the parties appear to have 
ollect the desired data and 
ably the costs of the study. 
o the delay in filing carrier 
tail. By letter of April 11, 
mputer program needed for 
prepa to begin collecting 
p data in question would be 
sary to respond to the issues 
ustified. 
Bsity of the proposed study 
s. They argue that the issues 
ner in which international 
der the formula, broken 
carriers say they lack the 
data supplied by the Inter- 
plete, in that they do not 
red by WU to an IRC who 
outed traffic to a particular 
)B data which do exist are 
of this contention, RCA 
s filed with a WU central 
en though the originating 
0, WU does not differentiate 
bd in those WU public offices 
jI public offices. Finally, 
ptween the IQB figures and 
al reports filed under Sec- 
he proposed study is neces- 
from which to determine the 
anges in the formula. They 
rement in Section 222(e) (3) 


participated, while the others, wha 
te. 


mal Formula Committee (IFC) and 
3 2 body composed of representatives 


St 


wi 


ae 


International Recora Carriers’ Communications 227 


of the Act, the Commission cannot lawfully change the formula 
without information on such effects.’ 

5. ITT and TRT, on the other hand, take the position that the data 
which would result from the proposed study are unnecessary to re- 
spond to the issues and therefore object to the substantial delay which 
would be occasioned thereby. ITT contends that the issues do not 
require statistical analyses and that a qualitative approach would 
equally be appropriate. ITT does not contend that the Commission 
should ignore the quantitative effect of proposed amendments, but that 
such a determination is not a pre-requisite to carrier responses. If the 
Commission wants the data on quantitative effects for its own con- 
sideration of the formula question, ITT believes it should direct the 
paitizs to conduct the study but it contends that the Commission, 
rather than the parties, should perform the analysis. The study could 
thas be conducted parallel in time with the preparation of the carrier 
responses and substantial delay would be avoided. 


DISCUSSION 


6. The dispute considered herein arises from language in the desig- 
nated issues which requires the parties to include certain statistical 
information with their comments. In framing the issues, we had as- 
sumed that an ample data base was readily availul’s and that there 
would, therefore, be no problem in providing the requested informa- 
tion. Apparently, we were in error. 

7. Our purpose was to elicit specific details of present and past 
distribution of traffic under the existing formula, or anticipated dis- 
tribution under a revised formula, to assist us in a quantitative, as 
distinguished from a qualitative, evaluation of the present formula: 
and of any proposed revisions. While it may be that such quantitative 
evaluation is not essential under Section 222 (e) (3), it could be heipful, 
at least, to our understanding of the degree to which problems existed 
in the present formula, and the extent to which any revisions would 
result in a redistribution of traffic. = j 

8. We think, however, that the proceeding can move ahead at 
this time on the basic qualitative questions, without prejudice to any 
respondent, and that the proposed WU study can proceed concur- 
rently. As we stated in our November 26 Order, the gravaman of 
the ITT petition is that the quota system basic to the formula has 
been overtaken. by events since 1943, so that present institutional 


* and policy considerations require that the formula be revised. The 


others interested in the matter have previously commented in a vein 
which did not rest on precise quantitative analysis. We think that it 
would be most efficient for the parties now to address the issues using 
such statistical documentation as may be available from the IQB data 
as well as such additional data they may have in their possession. 
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? WU also filed a letter, but it did not advance an adversary position since the overall 
formula question does not directly affect any WU interest. Rather, the stated urpose of 
this letter was to comment on two factual assertions in the RCA letter. First, WO does not 
Agree to change its procedures to give IRC’s the data they requested. Second, WU 
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In the meantime, we believe that WU should proceed promptly with 
the study and present the results at the earliest Possible time.‘ 

9. We shall therefore require the parties to file, within three weeks 
of the release of this order, the statements and memorandums of law 
called for in our prior Order. Since the parties have e.n on notice 
of this inquiry for some time, this shania allow sufccicst time for 
preparation of the comments. We shall also ordex ¢: . wrties, in 
view of the progress made in defining a statistics! -»: Lag proce- 
dure to supply data to complete that already avis. ‘sie, to proceed 
immediately with the Proposed statistical study, .nd to submit it to 
us promptly upon its completion. We shall the ‘eupon make provi- 
sion for the parties to file any necessary further comments, !i:'!) on 
the study and to supplement the comments filed in accordane® vith 
this Order. 

10. Accordingly, IT IS ORDERED, that the statements of fact 
and memorandums of law with respect to the issues designated in oa 
the above-captioned roceeding shall be filed with the Commission ca B 
by all parties respondent within three (3) weeks of the release of this 3 

rder. : 

11. IT IS FURTHER ORDERED, that the parties filing the ini- oe 
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13. IT IS FURTHER ORDERED, that ITT World Communi- e ot « 
cations Inc., RCA Global Communications, Inc., Western Union In- t mi. 
ternational, Inc. and TRT Telecommunications Corp. shall bear the ge aux 
costs of the above study according to agreement between the carriers; te pon 
and yl 4 ey 
14. IT IS FURTHER ORDERED, that upon filing of the com- e: Gra 
pleted study, we will take such further action and issue such further f# “inf. 
orders as will then appear appropriate, e matt 4 


3. 
Fevera, Communications Coaratission, 


Vincent J. Mcuuins, Secretary. Ne . 
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Mr. Vincent J. Mullins ia 
Secretary : 

Federal Communications Commission 
Washington, D. C. 20554 


Dear Mr. Mullins: January 15, 1974 


On November 21, 1973 the Commission adopted a Memorandum 
Opinion and Order (FCC =3_1203) instituting an inveeti- 
gation to determine whether the International Formula 

for the distribution of outbound international message 
traffic handled by The Western Union Telegraph Company 

is unjust, unreasonable, inequitable or not in the 

public interest, and if so, what changes may be required. 
The Commission stated that the most expeditious course 

to follow procedurally was to have the interested 

parties submit detailed and explicit written positions 
setting out the relevant facts and other considerations. 
Responses and replies to the written positions were 

also provided for. The Commission further stated that 
"to the extent that an oral hearing is necessary or 
desirable, upon review of the submission indicated above, 
we shall, of course, consider an appropriate request by 
any party, or take action on our own motion." 


RCA Global Communications, Inc. believes that the paper 
rulemaking procedure being used by the Commission for 
the determination of the lawfulness of the cxisting 
International Formula is contrary to the statutory 
requirement in Section 222(e) (3) that such determinations 
be made oniy after a “full hearing." As we have shown 
in previous hricfs and during oral argument on the 
guestion of the Commission's ability to grant Western 
Union ian interim increase in the division of revenues 
for the domestic handling of international message 
telegrams, the reauirement for a "£011 Hearing in 
Section 222 is only satisfied by means of an oral, 


evidentiary hearing and not by a paper rulemaking proceeding. 
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Vincent J. Mullins -2- January 15, 1974 


However, while we believe the procedure instituted by 
the Commission to be unlawful, Section 1.106 of the 
Commission's Rules and Regulations provides that 
petitions for reconsideration of an interlocutory ruling 
will not be entertained. Since our objection appears 

to go to an interlocutory matter, we will not, in this 
case, file a petition for reconsideration but will only 
inform the Commission that we will seek to protect our 
interest to procedural due process at the appropriate 
times and in accordance with the Commission's Rules. 


Very truly yours, 


CoQ 4 CorgQeas 


CIC/jm 


cc: TT. P. Orso 


American Cable & Radio Corporation and 
Globe Wireless Ltd. 


J. M. Eaton 
Canadian National Railway Company 


L. F. Swaine 
Canadian Pacific Railway Company 


J. R. Moman 
TRY Telecommunications Corporation 


R. B. Stoner 
United States-Liberia Radio Corporation 
R. H. Thomas 


Western Union International, Inc. 


R. A. Mette, Esq. 
Western Union Yelegraph Company 


W. R. Hinchman 
A. C. Roseman, Fsq. 
Federal Communications Commission 


Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 


In the Matter of 


International Record Carriers" Scope of 
Operations in the Continental United 
States, Including Possible Revisions to 
the Formula Prescribed under Section 222 
of the Communications Act. 


Docket No. 19660 
RM-690 


To: The Commission 
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COMMENTS OF RCA GLOBAL COMMUNICATIONS, INC. 


RCA Global Communications, Ince. (RCA Globcom) hereby 
provides its comments in response to the Commission's. 
the basic question of whether the existing formula under 
which distribution of outbound international message telegrams 
is made is unjust, unreasonable, and inequitable, or not in 
the public interest and, if so, what chanyes in the formula 
should be made.* In furtherance of this general question, the 
Commission specified that the investigation should also 


include inquiry into the following issues: 


* The comments provided herein are without prejudice to our 
position that the requirement for a full hearing contained in 
Section 222(e)(3) can only be satisfied by an oral, evidentiary 
hearing and not by a paper rulemaking one. 


(1) The exact manner in which the distribution of 
traffic is presently being made, broken down 


by carrier, category of traffic, and areas and 
Ssub-areas. 


(2) The nature, extent and reason for the existing 
overages and deficiencies in assigned quotas. 
In this connection, each carrier shall present 
full data with respect to its overages or de- 
ficiencies, by area and sub-area, as of each 
year-end for the ten (10) years ending 
December 31, 1972, and an estimate for the 
year ending December 31, 1973; as well as the 
totals, by area and sub-area, since distribu- 
tion began under the formula. 


(3) The present defects in the formula, pointing 


out with specificity the effect of each defect, 
not only on the respondent, but also on other 
international record carriers and on the qual- 


ity of service provided to and rates charged 
the using public. 


(4) The specific amendments which should be made to 
tne formula to remove each such defect, the ef- 
fect each such amendment will have on respon- 
dent, other international record carriers, and 


on the quality of service provided to and the 
' rates charged the using public. 


Preliminary Statement 


-A Globcom does not believe that it is necessary to re- 


count the various provisions of the formula or the general 


manner in which they operate. This background information 
has been provided in the Commission's Order and various 
pleadings already filed and there is no need to repeat it. 
Likewise, it is not necessary to detail the history of this 


proceeding other than as it relates to our ability to fully 


respond to the issues of inquiry set out by the Commission. 
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In this respect, it should be noted that RCA Globcom is 
unable to answer issues (1) and (2) insofar as they require 
the production of information on the actual distribution be- 
ing made under the formula today or issues (3) and (4) as 
they relate to forecasting effects on individual carriers of 
changes in. the formula. As the Commission recognized in its 
Memorandum Opinion and Order released June 10, 1974 (FCC 74- 
565), the data base needed to answer these questions is not 
in existence. For that reason the Commission has required 
that special studies utilizing statistical sampling proce- 
dures be done so that the needed information can be accumu- 
lated. The design format of these studies has been sub- 
mitted by The Western Union Telegraph Company (Western 
Union) and is now being reviewed by RCA Globcom. After the 
design of the studies has been approved and the studies 
themselves completed, RCA Globcom will be in a position to 
accurately comment on these issues and will do so. 

As to the general issue on the lawfulness of the formu- 
la, RCA Globcom believes that the Commission's determination 
in the Western Union Merger Proceeding, 10 F.C.C. 184 (1943) 
is still valid. In that decision the Commission found that 
the existing formula to be just, reasonable, equitable, and 
in the public interest and that it would effectuate the pur- 
poses of Section 222(e) of the Communications Act. The pas- 
sage of time has not invalidated that determination. Spe- 


cifically, we will show the following in the detailed com- 


ments below: 


- A carrier seeking a change in the formula must first 
carry the burden of proving that the present formula 


is unjust, unreasonable, and inequitable, or not in 
the public interes’. 


- The need for change in the formula must be evaluated 
in terms of the public interest and not solely 


whether an individual carrier will benefit from the 
change. 


» A change in the formula that would increase sales 
expenses of the carriers or arbitrarily’ redistribute 
existing traffic would not serve the public interest. 

- If a change in the formula is found to be in the pub- 


lic interest, the accumulated overages and deficien- 
cies must be recognized. 


The Order Appears To Improperly Shift The 
Burden Of Showing The Unlawfulness Of The 
Existing Formula From ITT To The Other 
International Record Carriers 
After discussing the various petitions before it, the 
Commission stated that the question to be decided in this 
proceeding is whether the existing formula is outmoded and 
needs to be changed. It then asserted that “the ITT petition 
and associated pleadings make a prima facie showing that the 
current formula is or will be unjust, unreasonable, or in- 
equitable and thus not in the public interest." We submit 
that this assertion by the Commission is improper and totally 
without support. If followed by the Commission, it would act 
to improperly shift the initial burden of showing the unlaw-_ 
fulness of the existing formula from ITT to the other inter-~ 


national carriers that believe the formula ojvrates in the 
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public interest in accordance with the Commission's findings 


in 1943. Such a shift in the burden of proof, not only is 


contrary to the express provision of the Communications Act, 
but it also violates the Administrative Procedure Act, and is 
at odds with the established law that Commission orders have 
the presumption of validity. In fact, it must rest on the le- 
gally unacceptable principle that time alone will render a 


valid decision unlawful. 


Section 222(e)(3) states that whenever the Commission 
finds that the existing method of distributing telegraph traf- 
fic "is or will be unjust, unreasonable, or inequitable, or 
not in the public interest," the Commission will prescribe a 
change in the formula so that it will conform to the statutory 


Standard. In accordance with the statute, the Commission's 


duty is’ twofold. It must find the existing method of distri- 


bution to be contrary to the public interest and only then may 


it undertake to prescribe a different formula. 


In the past the Commission has always followed this two- 


step procedure when dealing with the formula. In its decision 


in the Western Union Divestment Case, 30 F.C.C. 323 (1961), 


the Commission stated clearly 


there are two questions to be resolved. The first 
relates to the propriety of providing for changes in 
the formula in the agreement [for the divestment] 
and the second relates to whether we can make the 
finding required by section 222(e) (3) that the pres- 
ent formula is now or, if the plan before us is con- 
summated will be unjust, unreasonable, inequitable, 
or not in the public interest. Id. at 371. 


30 


The Commission then went on to evaluate the specific proposals 
before it Min light of the obligations imposed ... by sub- 
section 222(e)(3)." Id. at 372. 

The apparent attempt to discard the first onsks of the 
two-step process would damedi diate and improperly cast the 
burden of proving that the existing formula is lawful upon RCA 


Globcom and the other carriers opposing a change would be also 


contrary to the Administrative Procedure Act. Thus Section 


556(e) provides that the proponent of a rule or order has the 
burden of proof unless otherwise provided by statute or rule.* 
ITT, aS proponent of a change in the formula, is required to 
carry the burden of showing the existing method of distribu- 
tion found by the Commission to be in the public interest is, 
in fact, not in the public interest. 

The language in the recent Order is at odds with the nor- 
mal presumption given to Commission orders. It must be remem- 
bered that the formula is not a mere agreement of the parties. 
It was prescribed by the Commission as being in the public in- 
terest. If the question as to its validity were raised ina 
court, there would be no doubt that its orders would be en- 


titled to a presumption of validity. See Florida Citrus 


*Section 556 is eae ys to this proceeding since Section 
222 ‘is a proceeding that can only be decided "after a full 
hearing” As we stated to the Commission in our letter of 
January 15, 1974, and showed in brief in Docket No. 19660, 
the Western Union Landlines Case, Section 222 is only satis- 
fied by means of an oral, evidentiary hearing and not by a 
paper rulemaking proceeding. 


Richy 
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Commission v. United States, 144 F. Supp. 517 (1956). There-~ 
hove. Ge Commission should in this proceeding accord the 

formula, which it prescribed as being in the public interest, 
the presumption of being still lawful and should not proceed 


with the prescription of a new formula unless the existing 


one has been conclusively shown to be contrary to the public 


interest. 


The Notice gives the impression that the present formula 
is thought to be contrary to the public interest because it 
is "anachronistic", "outmoded" or just old. It is certainly 
not anachronistic and to upset it merely because it is 30 
years old must as a legal concept be rejected outright. The 
age of a Commission order does not give a presumption of in- 


validity; if anything, the contrary must be the case since 


the formula has withstood the test of time. Thus in an anal- 


ogous case, the Interstate Commerce Commission found that the 
age of an existing division of revenues between two rail car- 
riers affords no presumption that it was unreasonable. 


New 
England Divisions Case, 62 t.C.C. $13, at S63. It i8 appar 
ent that the acceptance of the opposite position would mean 
that every decision older than a certain limit, and certainly 
the Communications Act itself, would be anachronistic as well 
as prima facie unlawful. 

It is also strange that the Commission could have been 


so quick to state that a prima facie case has been made that 


the formula is contrary to the public interest since the main 
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pleading under consideration by the Commission was filed in 


1964.* Thus, it would seem implausible that a pleading could 
make a prima facie case in 1974 when it was insufficient to 


present such a case in 1964. Surely Commission inaction for 


the past ten years indicates either that it did not feel in 
1964 or in the intervening years that the ITT petition po- 
sessed sufficient merit to justify a hearing or that the 
Commission for ten years tolerated a formula which a pleading 
before it demonstrated to be prima facie unjust and unreason- 
able. We do not believe that the latter situation would be 
permitted to exist, much less to continue, without attention 


for a decade. One must consider then that the Commission 


misspoke when it stated that ITT has already made a prima 


facie showing. 


¢ 


The Criteria Used To Determine Whether The 
Existing Formula Is Lawful Is The Public 
Interest And Not Solely The Private 
Interest of ITT 


Feed Asch hi 


Section 222(e) (3) provides that whenever the Commission 
finds existing formula to be unjust, unreasonable, or ineq- 
uitable, or not in the public interest, it shall by order 


prescribe a formula which will be just, reasonable, equitable, 


LOL LLL LL LC 


*The additional comments filed by ITT on June 26, 1973 Gieé 
not substantively add to their position or present addition- 
al facts indicating that a revision was desirable or neces~ 
Sary to meet the statutory standard. 
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ang in the public interest. It is quite clear that this 
statutory standard cannot be satisfied by merely examining 
the benefits to be received by a single carrier from a change 
in the formula. Rather the change must be examined in the 
context of its effect on all of the carriers and most partic- 
ularly on the public interest. The Commission has expressed 


the statutory obligation in the following manner: 


In arriving at a formula which is just, reasonable, 
equitable, and in the public interest, considera- 
tion should not be limited to a single factor which 
may favor one particular set of interests or an- 
other. Weight should be given to the equities as 
between the various carriers, and to the interest 
of the public in maintaining the strength and ser- 
vice of all carriers which are in a position to 
render efficient economical service, or, in the 
terms of section 1 of the Communications Act of 
1934, to the development of “a rapid, efficient,*** 
and worldwide wire and radio communications service 
with adequate facilities at reasonable charges for 
the'purpose of the national defense," and for other 
designated purposes. Western Union Merger 
Proceeding, at 189. 


At this point, ITT has completely failed to meet the 
Standard just described. Its original complaint filed in 
1964 and the supplementing letter filed on July 11, 1973 are 
limited to a exposition of why the formula will benefit ITT. 
The effects on the other Carriers are completely ignored. 

In its complaint, ITT devotes approximately half of the 


document to a recitation of the manner in which the formula 


operates. Thereafter it discusses several provisions of the 
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formula which cause it in some instances to receive less traf- 


fic than it desires. It appears that the main thrust of ITT's 


complaint is that the iormula is structured in such a manner 


that it, in some way, inhibits competition. ITT states that 
under the quota system, “the harder a given international car- 
rier works to have messages routed over its facilities by sen- 
der's "Via" the less likely it is to receive a share of the 
unrouted traffic which, whatever the quantity thereor, will 
always be available from the WU landlines pool." Complaint, 
page 8. 

We assume that the ITT position must rest on the dubious 
assumption that the more the carriers spend on selling activ- 
ities for the static and declining amount of international 
message telegrams the more the public interest is served. 

Such spending cannot automatically be equated with the public 
interest.* 

In Federal Communications Commission v. RCA Communications, 
Inc. 346 U.S. 86 (1953), the Supreme Court stated that the 
existence of a regulatory structure under Congressionally de- 
vised public interest standards meant that the Commission 
could not equate competition with the public interest unless 


it could be shown to be beneficial. 


*ITT's position in the instant proceeding.is at odds with the 
position it so strongly, and correctly stated in requesting 
reconsideration of tne grant of authority to TRT to serve the 
United Kingdom. There it stated that a carrier seeking Sec- 
tion 214 authorization must show that the public interest 
will be served and not only that of the individual carrier 
applying for facilities to a new point. 
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This position has recently been reaffirmed by the Court 


of Appeals when it stated: 


Looming large in the Commission's rationale, indeed, 
undeniably the key factor in its decision, is compe- 
tition. Competition as a factor might have some 
relevance to the FCC decision, if competition had 
been shown to be of benefit to the public on the 
communication routes in question. Yet it is all too 
embarrassingly apparent that the Commission has been 
thinkince about competition, not in terms primarily 
as to its benefit to the public, but specifically 


with the objective of equalizing competition among 
competitors. 


This is not the objective or role assigned by law to 
the Federal Communications Commission. As a result 
of focusing first on competitors, next on competi- 
tion, and then on the public interest, the FCC has 
given scant attention to the question of public con- 
venience and necessity, and therefore has not met 
its statutorily imposed duty. Hawaiian Telephone 
Company v. Federal Communications Commission, Case 
No. 73-1018, BY 2d (DUC. Cir, de- 
ciced May 3, 1974). 


¢ 


Therefore, until such time as the burden imposed by the stat- 


ute can be met, the Commission cannot change the formula. 


A Change In The Formula Which Would 
Increase Selling Costs Or Arbitrarily 
Redistribute The Existing Traffic 
Would Be Contrary To The Public 
Tnbercat | 


To properly understand why increased selling costs will 
not benefit the public through reduced rates or other means, 
it is first necessary to look at the nature of international 


message telegram service. Its most significant aspect, 


whether domestic or international, is that it is, in some 
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respects, an obsolescent method of communications. The pure 
function of communicating between two points can be accom- 
plished in most cases more quickly and/or less expensively 
by other services such as telex. 

A second important consideration is the fact. that mes- 
sage telegram service is the most labor-intensive telecommu- 
nications service offered today. Manpower is required at 
many steps in the handling process whether it be the recep- 
tion over the counter at a public office or delivery by a 

> telephone center designed to handle large quantities of mes- 
sages.* The implication of this aspect is that message tele- 
gram costs will likely continue to increase. By its very 
nature, it is improbable that technological innovation, such 
as less costly cables or satellites, will have a significant 
stabilizing effect on telegram seeks. 

The first of these two factors can be seen in the decline 


in outbound message volume handled by the total international 


‘D 


record industry. The statistics prepared by the International 


F 
1 
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Quota Bureau for the years 1963 through 1973 show the follow- 


ing trend: 


*RCA Globcom has, of course, made as much use as possible of 
computers to automatically handle international telegrams. 
But it is impossible to reduce the manpower required to the 
level used in telex or private line services. 
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-Industry Outbound International Telegram Traffic 


Originating In The Continental United States 


Number of Messages 


1963 8,959,373 
1964 9,266,979 
1965 _- 9,578,080 
1966 9,819,131 
1967 9,765,603 
1968 10,076,172 
1969 10,356,548 
1970 9,976,768 
1971 8,521,885 
1972 8,191,540 
1973 8,482,066 


As can be seen, the message volume today is approximately 6% 


lower than it was in 1963. Further the highest volume year, 


1969, was only approximately 16% greater than 1963. When com- 
pared with other services, such as telex and switched tele- 


phone,* these figures show a complete 


absence of significant 


growth over even part of the period. 

An examination of the volumes of domestic message tele- 
grams can also be informative. If it is assumed that the do-. 
mestic experience reflects the longer term trend for the in- 


ternational market, then it can be seen that only decreases in 


volume can be expected. 


*For example, the interantional record carriers' total telex 
revenue in 1963 was $13.7 million as compared to $114.4 in 
1973. And, of course, the growth in terms of the number of 


calls is considerably greater since numerous rate reductions 
have been made since 1963. 
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Western Union Domestic Telegram Traffic 


Number of Messages 


(Millions) 
1963 92.9 
1964 86.8 
1965 83.3 
1966 81.7 
1967 17.9 
1968 7a a 
1969 65.55 
1970 57.9 
1971 34.9 
1972 30.5 
1973 22.1 


The second of the factors mentioned above, i.e. increas- 
ing costs due to the labor intensive feature of the service, 


means that there is no possibility that rate reductions will 


be made in an inflating economy. Rather every possible cost- 


Saving measure must be implemented merely to maintain the ex- 
é 


isting level of rates. 
These two factors completely distinguish the instant 
situation from those in which the Commission has found that 


increased competition would be useful as an aid to regulation 
. = > 


anc would bring benefits to the public. In the specialized 


common carrier field, the Commission explicitly recognized 
that it was authorizing entry into "a new, relatively un- 
touched market in a field where even present demand is grow- 
ing at a very rapid rate." Notice of Inauirv to Formulate 


Policy, 24 F.C.C. 20 318 11970)., paragraph 34. It was only 
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after finding, among other things, that the potential toarket 
would support new carriers that the Commission decided that 


the public would benefit from their entry. Likewise, in the 


domestic satellite field, the Commission was presented with 

a new technological tool and was trying to ensure the provision 
of existing and new specialized services more economically 

and efficiently than through terrestrial facilities. Second 
Report and Order, 35 F.C.C. 2d 844 (1972). Neither of these 
considerations found to favor increased domestic competition 


are present with international message telegram service. 


It should be emphasized that the Commission has already 


recognized that the formula services the public interest 


through restraining increasing selling costs and the deleterious 


effects thereof. It stated in the Western Union Merger 


Proceeding that the combination of routes, unrouted, and self- 


originated traffic 


diminishes the incentive of the international carriers 
to expend effort and revenues in attempts to divert 
traffic from each other by solicitation efforts which 
may not improve quality of service; and it also 
diminishes the necessity for these carriers to build 
up additional facilities for the collection of their 
own traffic, in duplication of existing facilities of 
the merged company. These savings shculd contribute 
to a more efFicicntly and ecornumically operated 
international telegraph system. Id. at page 191. 


These considerations are as sound today as when written in 


1943. 
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A revision in the formula which would create an incentive 
for the carriers to greatly increase their sales and related 
expenses would not increase the quality of the service one 
whit or even the quantity of messages in any significant way. 
To date, no indication has been received that the internation- - 
al record carriers have failed to implement beneficial changes 
in the method of providing message telegrams. ITT, in its 

original complaint, recognized that carriers have introduced 
new services and brought about the application of improved 
operating techniques under the existing formula. Complaint, 
page 3. Rather, we believe whatever benefits are to be de- 
rived from competition are already being realized. Likewise, 
we have seen no suggestion by ITT that a revision in the for- 
mula will allow it to make rate reductions for the service. 
As already stated, ITT's proposal is not directed at the con- 
suming public but rather only at its private interests in re- 
ceiving a larger portion of the market. 

Other suggestions for revising the formula would have a 
similar effect. Thus it has been suggested that each of the 
international carriers receive 1/3 of the pool of outbound 


message telegrams. This type of arbitrary realignment serves 


no purpose and would fail to reflect that the carriers have 
geared their plant capacity, other facilities, and personnel 


requirements to the size of the existing and forecasted 
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market. If, for example, the quantity of traffic we handle 


were arbitrarily reduced by a significant percentage, then ex- 


cess capacity would be created. Yet RCA Globcom would have 


the same total costs of providing a smaller amount of traffic. 
Obviously the financial picture of providing message telegrams 


would be even worse than it is today. And exactly the oppo- 


site would happen to any carrier that received a substantial 
increase as a result of an arhitrary change in the formula. 


Its plant would be insufficient to properly handle the load of 


traffic forcing it to expand. This additional cost would have 


to be borne by the customers of the service. Yet the end re- 
sult is that the same quantity of traffic would be handled but 


with less efficiency, greater cost to the carriers, and pre- 


sumably an eventual increase in rates to the customers. Sure- 


ly, there is no public interest in this type of result. 


We, therefore, return to the basic question which the 


Commission must address: What is the basic fault wit: the ex- 


isting formula? It provides a method of distributing the ex- 


isting traffic; it does provide for direct routing when de- 


sired by the customer; it does use the competitive efforts of 


the carriers within limits which are recognized to yield pub- 


lic benefits; and it does give a stability to the industry 


which might otherwise not exist. In particular, the existence 


of the formula over several decades has shaped and sized the 


facilities maintained by each carrier. In return, each carrier 
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bas certain provisions which uniquely benefit it. Thus, ITT 
receives all of the unrouted traffic to certain areas of the 
world. WUI has special benefits as a result of certain 
Western Union offices being considered as WUI's for the 
purpose of making the distribution under the formula. The 
total effect of these compromises is a method of distribution 


which serves the public interest. 


Any Change In The Formula Must Recognize 
The Accumulated Overages And Deficiencies 
Even though RCA Globcom believes that public interest 
requires that: the existing formula remain unchanged, the 
Commission must recognize, assuming for purposes of argument a 
change is made, that the accumulated overages and deficiencies 
represent a lawful obligation which may not equitably or 


legally be voided without the consent of all parties. 


As was explained in the Order, an overage is the amount by 
which a carrier has exceeded its quota for any category of 
traffic to a subarea and a deficiency occurs when the routed 
and unrouted traffic turned over to a carrier is insufficient 
to satisfy the quota. ITT's accumulated overage as of December 
1973 was $24.6 million meaning that it had received that much 
in excess of the quota specified in the formula. On the other 
hand, RCA Globcom had an accumulated deficiency of $49.8 million 


as of,the same date. 
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To understand the significance and legal effect of these 


Gollar amounts, 


the same as a carrier-filed rate or an intercarrier contract 


which has not met the scrutiny of the Commission. 


it must be understood that the formula is not 


Rather the 


overages and deficiencies result from a Commission prescribed 


formula which has the same force and effect as Section 


222(e) (3) itself. Once having determined that the formula 


which gives rise to these amounts is in the public interest, 


the Commission cannot then go back and state that their accu- 


mulation is contrary to the public interest and should be 


voided. A Commission order to this effect would surely be 


beyond the 


Commission's authority. And aside from the 


Commission's legal obligation to recognize these accumula- 


tions, there exists RCA Globcom's equitable claim for recog- 


nition that it has in good faith complied with the formula 


under the 


assumption that the continuing 


obligations as re- 


flected by the overages and deficiencies would be honored. 


Thus, if a 


change in the formula is to be 


must reflect the accumulated overages and 


the result 
would have 
formula in 


pensatory. 


of a compromise solution under 
voluntarily relinquished their 


return for other benefits such 


made, the change 
deficiencies or be 
which the parties 
right under the 


carriers find com- 
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In view of the foregoing, RCA Globcom requests that the 
Commission again find that the formula continues to operate in 


the public interest. 


Respectfully submitted, 


RCA GLOBAL COMMUNICATIONS, Inc. 
s/ Francis J. DeRosa 
s/ Carl J. Cangelosi 


| tts Attorneys 
| 2030 M Street, N. W. 
’ Washington, D. C. 20036 


July 8, 1974 
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Walter R. Hinchman 
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John H. Munroe 
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John A. Ligon, Esq. 


ITT World Communications Inc. 
67 Broad Street 
New York, New York 10004 


Roger P. Newell, Esq. 


Western Union International, Inc. 
One WUT Plaza 


New York, New York 10004 


David HK. Lubetzky, Esq. 

TRT Telecommunications Corporation 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


J. A. Berenger 


The French Telegraph Cable Company 
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Operations in the Continental United 
States, Including Possible Revisions to 
the Formula prescribed under Section 222 
- of the Communications Act 


Docket No. 19660 
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COMMENTS OF ITT WORLD COMMUNICATIONS INC. 


COMMEN1) 42 yyy mm_errreresew 


ITT World Communications Inc. (ITT Worldcom) hereby submits 
its position and responses respecting the issues raised in the investi- 
gation instituted by the Commission's Memorandum Opinion and Order 
(Order), released November 26, seit ac the above captioned docket. 
The overall issue to which tne Commission has directed the responses 
of the parties to this investigation ls the question of whether the for- 
mula for distribution of unrouted outbound international telegraphic 


messege traffic (formula), currently in use, Is unjust, unreasonable, 


inequitable or not in the public interest. 
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Statement of Position 


The formula presently in use was prescribed by the Com- 
mission on September 27, 1943. At thattme the Commission and 
most, if not all, of the interested carriers recognized that many of its 
terms and conditions were dictated by exigencies of the period, 
principally the concurrence of World War II, and a concern that the 
merged domestic carrier would tend to favor its international opera- 
tions. While divestment of such international operations had been 
ordered, the timing of the dives*ment was uncertain. It ts clear 
therc fore that the formula was expected ‘“ undergo an early revision, 
at least by the time the required divestment was completed. Never- 
theless, that basic formula is still in use in 1974, over thirty years 
later, 

The continued ve of this formula,with its fixed quotas tied 
to traffic distribution from a base period, over thirty years past, has 
resulted in an increasingly arbitrary ane inequitable distribution of 
unrouted traffic. This formula does not serve the pubiic interest; 
it must be revised. ITT Worldcom believes that a formula which en- 
courages rather than discourages competitive enterprise will best serve 
the public interest and that such a formula, as proposed hereafter, will 


provide a just, reasonable and equitable distribution of the unrouted 
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traffic. 

In brief, ITT Worldcom urges the Commission to revise 
the existing ae as follows: 

(1) The fixed quotas, ei oompeeeing both routed and 
unrouted traffic, should be replaced by distributive system that 
allocates, ona current basis, unrouted traffic to each overseas 
point in direct proportion to the routed traffic carried to each such 
country by each carrier authorized to render direct telecraph 
message services fv such country. 

(2) The accumulated overages and deficiencies, which 
represent nothing more than a statistical measure of the unworkable 
nature of the existing quota system, should be eliminated along with 
the quota system. 

- (3) Schedule B should be recognized as an anachronistic 
market sharing agreement which should be terminated. 

(4) The designation of certain Western Union Telegraph 


Company offices, located in international gateway cities, as offices 


of Western Union International, Inc. should be eliminated. 
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Support For Position 


I. 


The present formula is unjust, unreasonable, 
inequitable, not in the public interest and 


must be substantially revised. 


The quotas prescribed in the 1943 formula 
are obsolete and conceptually unsound. 


The quoté. balancing provisions of the present 
formula are inequitable and operate to frustrate 
the public interest and Commission policy. 


Traffic distributions based on statistical "overages" 
and "deficiencies" accumulated from year to year 
result in serious inequities and a wholly arbitrary 
allocation of unrouted traffic between carriers. 


Schedule B of the formula is an anachronistic 
market sharing device inconsistent with the 
public interest and should be abolished. 


The designation of all international messages filed 


in certain offices of the Western Union Telegraph 
Company located in gateway cities, as specifically 
routed via Western Union International constitutes 
an unfair competitive advantage for WUI and should 
be ended. 
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Formula Background 


I. Establishment of quotas 


Pedant OEE 


Due to the merger in 1943 of The Western Union Telegraph ~ 


Company (Western Union) and Postal Telegraph, Inc. (Postal) 


leaving only a single domestic t 


elegraph carrier, 4 dir tributive 


formula was required for allocating unrouted outbound international 


telegraph message traffic, which originated with the domestic carrier, 


2/ 


among the international record carriers (IRCs). After the interested 


IRCs failed to agree upon such a formula, the Commission prescribed 


the formula which {s presently in use, by its Separate Report on For- 


ulas For the Distribution of International Traffic, in Docket No. 6517, 


mulas For the Distriputoh 


decided September 27, 1943 (10 FCC 184). 


Pursuant to the 194? formula, quotas were established for inter- 


- national telegraph message traffic to all international destinations from 


the U.S. gateway cities (New York, Washington, and San Francisco) 


and from the U.S. hinterland. Those international destinations were 


categorized and subdivided into 


three major Areas and approximately 


50 Sub-areas. The Atlantic area was designated Area A, the Latin 


Z/ Such a formula was specifically authorized and required by Section 
222(e) of the Communications Act. That Section provides, inter 
alia, that the interested carriers shall agree upon, or failing agree~ 
ment, the Commission shall prescribe a "just, reasonable, and 
equitable formula, in the public interest" for distribution among the 
international carriers of outbound international telegraphic traffic 


by the domestic carrier. 


re 


American area was designated Area B, and the Pacific area was 
designated Area Cc. With one notable es inter- 
national carrier serving a particular sub-area was assigned 4 
quote of the total outbound traffic from each of the three princi- 
pal U.S, gateways to the various sub-éreas, and from the U.S. 
hinterland to the various sub-areas. These quotas were also 
separated by classification of telegraph message traffic (e.9., "Or- 
dinary" and "Night Letter"). 

A carrier's quota for each category of traffic and between > 
the U.S. gateways or hinterland and each destination sub-area was 
fixed as the percentage which that carrier's craffic bore to the total 
traffic carried by all carriers during the base period. The base 
period used, which still remains the same, ig the calendar year 1942 
for all sub-arese where normal operations were being conducted during 
that year. For those sub-areas where operations were suspended or 
otherwise abnormal during 1942 (due to the war in progress), the base 
period was chosen as the most recent twelve month period prior to 1942 
when normal operations were occurrsng. Although the quotas for each 
carrier are defined in terms of proportionate participation in total 
traffic in a market, in application, the quotas are expressed as an 


—— il 


3/ RC Global Communications, Inc. elected not to receive a quota 
' from any of its gateways to any of the sub-areas of Areas A and B. 
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equivalent percentage of gross international tolls. The term 
“gross international tolls" can be defined, for practical purposes, 
as to the tolls payable to anIRC for an international message, 
less the amount normally retained by Western Union for landline 


haul. Thus 4 given IRC would be allocated as its quota, 4 per- 


centage of the gross international tolls for a particular sub-area 


and category of traffic equal to the percentage established by its 
base period traffic. 

As already noted, RCA Global Communications, Inc. (RCA 
Globcom) chose not to receive quotas from the U.S. gateways to any 
of the sub-areas of Areas A and B. That decision on the part of RCA 
Glebcom, oe possible fortuitous, was to provide enormously bene- 


ficia! to that carrier in future operations under the formula, 4s will 


_be explained hereafter. In those markets where RCA Globcom had 


chosen not to accept 4 quota, the quotas of the other carriers were 
determined as the percentage whiet each such carrier's traffic bore 
to the sum of the traffic carried by those carriers soe echt 
for the base period in question. 
Il. Distribution of traffic 

In distributing international traffic among the international 
carriers, Western Union was required by the terms of the formula to 


adhere to the following instructions: 


(1) Routed traffic was to be turned over to the carrier of 


all cases. 

(2) Unrouted traffic was to be distributed in such 4 
manner as to maintain as nearly as practicable for each carrier 
having a quote, its proportionate share of gross international 


tolls pursuant to such quotas. 


Since both routed and unrouted traffic received by a carrier 
ts charged against its quotas, the operation of this formula tends 
to maintain constant market shares, between carriers, at the base 
period proportions. However, the proviso that all specifically routed 
traffic be distributed in accordance with the sender's routing has often 
produced @ substantially skewed distribution of unrouted traffic in order 
to maintain quota balance. A carrier which, because of increased 
user preference, received routed traffic in excess of its historical 
share would be denied unrouted traffic of the same category and to the 
same sub-area, toward the goal of achieving quota balance. Corre- 
spondingly, 4 carrier which received a lower percentage of routed 
traffic than it had in the base year would have its "deficit" reduced be 
increased amounts of unrouted traffic. 

Another balancing feature was inserted in this formula 4s 4 


hedge against Western Union favoring its Cables Division prior to 


divestment. That pravision requires that a carrier which receives 


the senders choice. The sender's "via" was to be honored in 135 


5. 


routed traffic In excess of its quota for a qiven sub-area and . 1 16 
category of traffic nat anly he dented any unrouted traffie.—for 
that cateaory of traffic but-te-eemplete the "halance" must also 
give up unrouted traffic, to which it would >therwise have been 
entitled. for cther categorios of traffic tn the same sub-area, 
Moreover, io an administrative measure. the International Quota 
Bureaa (IQOB) has interpreted this offset provision such that a 
carrier which has an “overage" to a particular sub-area from a 
gateway, for example, will lose unrouted hinterland traffic to that 
sub-area, to which it would otherwise be entitled, and vice versa. 
Ill. Accumulation of "overages" and "deficiencies" 

The IOB has also determined, as administrator ot the formula, 
to accumulate. the statistical "overaces" and "deficiencies" which 
are not neutralized in a given year through the balancing provisions 
of the formula. These accumulated statistical "overages" and "de- 
ficiencies" have then been treated as current during any given period 
cf operation under the formula and an effort made again.to neutralize 
them by balancing against current unrouted traffic. For reasons to be 
explained belies, these accumulations of the statistical "overages" 
and "deficiencies", rather than being reduced in subsequent years, 
have grown even larger, reaching the point aow thet there can be no 
realistic hope of ever neutralizing them through normal operation of the 


formula. 


nm 
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Iv. Complaint of ITT Worldcom 

On November 25, 1964, ITT Worldcom filed a Complaint 
with the Commission showing that this formula, tied as it was to 
quotas based upon 1943, or earlier, traffic distribution, had ceased 
to function in the public interest, operated to discourage competi- 
tive enterprise, and wés causing highly unjust and inequitable 
distributions of unrouted traffic. The Commission was therefore 
urged to exert its continuing jurisdiction over the formula and to 
prescribe a new formula which would conform to the statutory mandate 
that the formula be just, reasonable and equitable and in the public 


interest. 


*~ 


On December 13, 1972 the Commission adopted a Notice of 

Inguiry and Proposed Rulemaking, in Docket No. 19660, (38 FCC 2d 
. 543), wherein it proposed to institute a general inquiry of several re- 

lated matters pertaining to the domestic handling of international record 
traific, including the ITT Worldcom complaint against this formula. On 
May 25, 1973, the Chief of the Common Carrier Bureau requested all 
interested parties to update their 1964 comments to ITT Worldcom's 
Formula Complaint. Finally, by its Order, released November 26, 1973 
the Commission explicitly set the formula for investigation. 

In January of 1974, several carriers which were party to the 


investigation sought a delay in the proceeding for the purpose of 
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devising and conducting 4 study ee unrouted traffic presently 
received by each carrier. After discussions among the partici- 
pating carriers and failure to reach agreement as to the necessity 
of such a study, the Commission was asked to resolve the matter. 
By its Memorandum Opinion and Order, released June 10, 1974, the 
Commission determined that a traffic study should be conducted, 
but parallel to the carrier responses so as not to further delay the 


investigation. 


ae 
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Support For Position 


1. The present formula is unjust, unreasonable, 
inequitable, not in the public interest and 


must be substantially revised. 


A. The quotas prescribed in the 1943 formula 
are obsolete and conceptually unsound. 

A formula for the distribution of unrouted international telegraph 
message traffic was prescribed by the Commission in September of 1943. 
The distribution of traffic pursuant to that formula was based on quotas 
assigned each international record carrier. Those quotas, which include 
all traffic transferred by Western Union (routed and unrouted) and all traffic 
filed directly with the international record carriers, were derived from the 


proportional amount of total outbound traffic which each carrier had re- 


- ceived for a given destination and category of traffic during 4 base 


pericd year, which was 1942, or earlier. Almost 31 years later, in July 
1974 that same formula is still being used and the quotas based on 1942,. 
or earlier, relative traffic distributions are still in mee For so dyna- 
mic and competitive a field as international record communications, 

the mere use over almost a third of a century of a formula in which dis- 


tribution is keyed to traffic statistics from a single vear at the begin- 


ning of that period provides a clear and pressing araument for the im: 


mediate replacement of this formula with one established to serve the 


Je 
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present and prospective requisites of international record — 
munications and the public tnterest. 

An even more serious flaw in the 194.3 formula lies in the 
conceptual manner in which the quotas re applied. The quotas 
were established based on each carrier's proportionate share of 
the total outbound traffic from a U.S, origin (hinterland or gateway) 
to a given destination sub-area, When these quotes were used in 
the distributive formula, they were again applied to all traffic re- 
received by a given carrier (i.e., routed and unrouted traffic) and with 
balancing provisions in the formula which attempt to fulfill each carrier's 
quota, This application of quotas in the distributive formula to all traffic 
rather than to only unrouted traffic (the only traffic for which a distributive 
formula is actually necessary) will to the extent quotas can be met, re- 
quire that relative traffic distribution for each succeeding year duplicate 
the base period icensinciee distribution. Thus, rather than being a 


means for distributing unrouted traffic in accordance with some historical 
: 4/ 


pattern, the formula became instead a device for attempted maintenance 


of each carrier's market share at the same proportionate level as its share 


in the base period. 


4/ The attempt was not entirely successful because each carrier was 
permitted to keep all routed traffic sent to it regardless of quotas, 
and thus could exceed its base period traffic level with only routed 
traffic, 
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A formv's for distributing urrouted international telegraph 


message traffic which operates to preserve the market shares of 

the international record carriers from a base period of 1942 or earlier 
cannot be found to serve the public interest in 1974. The existing 
formula with its archaic quotes should be given a long overdue retire- 
ment and replaced by 4 formula which is keyed to present market 
conditions, has provision for maintaining currency with a changing 
market 2nd which encourages, not stifles, competitive enterprise. 


B. The quota balancing provisions of the present 
formula are inequitable and operate to frustrate 


the public interest and Commission policy 
Because the quotas for the 1943 formula encompassed both 

routed and unrouted traffic, and because the formula provided for no 
discretion with respect to the distribution of specifically routed traffic 
(it was always to be distributed to the carrier chosen by the sender), 
provisions were built into the formula to shift unrouted traffic in such 
a manner as to offset increases or dacenases in the proportionate amount 
of routed traffic which a given carrier received, and thus to maintain 


its total traffic at or close to its quote. This balancing mechanism 


basically took place in two distinct steps. Initially, a carrier was 
5 


allocated unrouted traffic for a given category of traffic in such amount 


nace 


Ay Throughout this discussion, unless the contrary is specifically stated, 
reference to traffic or quotas for 4 particular category of traffic implies 
a traffic movement from a specific U.S. origin(hinterland or gateway) 
to a particular destination sub-area. 
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* 
as, when added to the total routed traffic (i.e. direct pickups 


as well as Western Union transfers) received by that carrier for 


the same category of traffic, would equal its quota for that cate- 


gory of traffic. As can be seen, a carrier which improved its services 


to the user, thereby increasing its share of svecifically routes traffic 


through increasing customer lovalty to its service. would find its 


apparent reward for improved service largely nullified by the operation 


of the formula. The balancing provisions of the formula would take 


away unrouted traffic, on a one for one basis,up to the level of a 


carrier's quota, for increases in routed traffic. Similarly, a carrier 


whose quality of service deteriorated would apparently have little 


reason to take remedial action, since the formula would provide in- 


creased unrouted traffic to bring that carrier back near its quota level. 


That there have not been substantial deoradations of service 


during the life of this formula must be attributed largely to the pro- 


pensity of most carriers to place a value on customer satisfaction 


and good will beyond the mere dollars and cents involved, and the 


expectation that this formula would soon be reuised to eliminate these 


cisincentives. If this formula is permitted to remain in effect for 


very much longer, however, rising costs_for telegraph service (possikiy 


higher ‘andiine divisions, general inflation, etc.) may well swing 


the balance away from 4 primary disposition to maintain customer 
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good will, so that, with the disincentives of the formula, there 
exists little motivation for maintaining service quality. 
A secondary balancing provision ae when 4 carrier 
receives routed traffic for a particular category of traffic which 
exceeds that carrier's quota for that category of traffic. Then, the 
formula requires that unrout ed traffic oe that carrier's quota for 
another category of traffic, nut for the same U.S. origin and desti- 
nation ‘us -area, be taken away from that carrier and given to 
carriers deficient in quota for tne first category of traffic. This 
provision was apparently included in the formula solely a a hedge 
against the possibility that Western Union might tend to favor its 
Cables Division (whose divestment was required but not yet effected), 
as by influencing customers to route messages via its Cables Division. 
wheter or not there tual existed a need in 1943 for this proviso, 
such a need of requirement certainly ended in 1962 when divestment 
of its Cables Division was finally accomplished by Western Union. 
Because quota imbalances were eet always corrected by offsets 
between categories of traffic, the IQB has "interpreted" the formu to 
extend the quota offset concept so as to offset quota imbalances against 


6 
unrouted traffic from other domestic points of ance Whereas the 


6/ This “interpretation” was opposed by ITT Worldcom, @& position 
it has continued to maintain. 
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formula provides for quota balancing by shifting unrouted traffic 
between categories for the same traffic routing, the IQB interpreta- 
tion expanded this concept to permit unrouted traffic received at a ° 
gateway ta be used to offset quota imbalances in hinterland traffic 
received by 4 particular carrier for the same destination sub-area, 
and vice versa. | 

These quote balancing provisions just described con- 
stantly seek to maintain or restore the same relative traffic distribu- 
tion among the IRCS 4s existed in the base period year (1942 or earler). 
Such a concept of preserving fixed market shares, ad infinitum, {s 
both contrary to the Commission's policies encouraging competitive 
enterprise and is demonstrably not in the public interest which bene- 
fits from healthy competition. 
: Many factors undoubtedly influence the nature and quality of 
communications services provided to users, ‘but one very important 


factor is the belief or expectation that a given carrier's relative share 


of the traffic ina market will be rather closely related to the quality 


of its service in that market - 1.€-. improvements in service quality 
generally produce increases in market share. Use of the existing 
formula, however, tends to frustrate this expectation, through its 
rather artificial redistribution of traffic. Any traffic gain from im- 


proved service, OF loss from poor quality service, will tend to be 


neutralized by operation of the formula. Unrouted traffic will be 
reduced.for a carrier gaining other traffic and increased for a carrier 
losing other traffic. | | 

Fortunately, the {international record carriers have not suc~ 
cumbed to the formula disincentives and the formula era has, by and 
large, been marked by healthy and often vigorous competition among 
the IRCs, despite these disincentives to such competition. As earlier 
explained, this fact can be largely attributed to the overriding dis- 
position of most carriers to provide high quality service in the interest 
of favorable customer relations, particuBrly since many of those tele- 
graph customers will also be customers for other services offered by @ 
carrier. In addition, because of limitations in the amount of unrouted 
traffic available, the balancing provisions of the formula have not been 
entirely successful in either pagers gains or compensating for losses 
from the base a traffic proportions, In some instances, tao. a 
carrier may attempt tc secure routed traffic based on the orobebility that 
any return message would also be routed via it; this factor would, how- 
ever, also apply to any unrouted traffic actually received. 

Although competitive enterprise seems to have survived the 
disincentives of the formula, it is quite within ae of reason to 


believe that the public micht well hav heer even hetter served ina 


competitive environment free of these disincentives. Equally important, 
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while the competitive spirit may have remained intact, the fruits 
of such competition under this furmula are gross distortlons and 
serious incquities In the distribution of unrouted traffic, as des- 
cribed more fully in the next section, Relative market shares have often 
changed dramatically since the formula's inception in 1943, due to 
the existence of this competitive spirit. Yet the formula, rather 
than reflecting these changed market conditions, continues, after 
over thirty years, its efforts to restore the same relative traffic dis- 
tributions existing in the base period year of 1942 or earlier. The net 
result of course, is that those carriers who have served the public 
well and improved their market share are ig effect paeiiteiea dt their 
successes by being largely denied any unrouted traffic. 
C. Traffic distributions based on statistical "overages" 

and "deficiencies" accumulated from year to year 

result in serious inequities and a wholly arbitrary 

allocation of unrouted traffic between carriers 

The failure of the 1943 formula to acheive its ee goal 

of maintaining traffic for each carrier proportionally constant at the 
base period can be principally attributed to the followine factors. 
First, each carrier was permitted under the formula to keep all traffic 
specifically routed to it, regardless of quota; and second, competitive 


enterprise among the carrier's, while perhaps somewhat stifled by 
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the formla, was certainly not eliminated. As aresultafa con- 
tinuing competitive spirit, various carriers in various markets 
attempted, often successfully. to improve their relative market 

shares, in spite of the disincentives to sak which were built into 

the formula. These successful market improvement efforts caused 

the correlative effects of increasing the amount of routed traffic 

which must be offset by shifts in unrouted traffic towards the-goal of 
quota balance, and at the same time reducing the total pool of unrouted 
traffic available for such balancing offsets (i.e. , much of the traffic 
gain by specific carriers resulted from conversion of formerly unrouted 
traffic to specifically routed traffic). It did not take long for instances 
to occur where, even with all of the balancing provisions built into the 
formula, a carrier would accrue a sufficient excess of specifically 
routed traffic that ns ottecuied adjustment for quota balancing simply 


sould not be made because of lack of comparable unrouted traffic in 


sufficient quantity. A quota imbalance was then created for which 


no neutralizing means existed under the formula. 

Responding to the dilemma. the IQB produced yet another 
administrative “interpretation” of the formula. A quota imbalance 
(generally called an "overage" where traffic received exceeds quota, 


and a "deficiency" where less traffic is received than quota), which 


could not be neutralized in the year of occurrence would be carried over 


to the next year in an attempt to neutralize it with unrouted traffic 
from the new year. Whatever the merit or lack thereof in this effort 
to thwart the will of the market place in order to maintain the base 


period market shares, the particulér means adopted to this end-must 


. be judged a colossal failure. Moreover, this result was, or should 


have been, fairly expectable. 
The root cause of the developing overages and deficiencies, 


as already explained, lay in traffic shifts resulting from competition 


: between carriers and a shrinkina pool of unrouted traffic with which to . 


offset those shifts. Therefore the Bureau's decision to carry over 

these imbalances into a new year must have been predicated on the 
ccuumotion. perhaps only a hope, that the future would bring either an 
increase in the unrouted traffic pool or a natural reversal of the shifts 
in ae traffic which had been occurring. In retrospect, at least, the 
former was clearly unrealistic, While perhaps experiencing same 
levelina.off, there has been no reversal of the trend of unrouted traffic 
to decrease os 8 percentade of total traffic. Secondly, the traffic shifts 
contributing to these imbalances largely resulted from inroads made by 
carriers having a minority position ina market, into the traffic share of 
heavily dominant carriers, Short of unlawful predatory action on the part 
of such dominant carrier, there would be little reason to expect these 


shifts to be reversed. Nevertheless, these carry-overs were continued 
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and the restis history. As these imbalances were carried over 


year after year, seldom was there any reduction, but instead they 
frequently grew larger as new imbalances developed in @ current 
year had to be added onto those carried over from previous years. 
Finally, with the accumulated quote imbalances growing 
ever larger, what little remaining rationality existed in the distribution 
mechanism of the formula was etiectively eviscerated in an apparent 
last ditch effort, on the part of the IOB_to restore en orderly traffic 
distribution. In all markets where 6 carried forward (hereafter "cumu- 
ative") quota imbalance existed (which were becoming increasingly 
numerous), unrouted traffic was thereafter to be distributed in accordance 
with a net imbalance between hinteri ind and gateways for traffic to 4 
given sub~area. Under this concept, a carrier, for example, with a 
cumulative overage from the hinterland to 4 particular sub-area (i.e., 
well over its quota to that sub-area) may still be given unrouted traffic 
to that sub-area if its has a gateway deficiency to that sub-area greater 
than its hinterland overage, 4 net deficiency. Of course, it will also 
be receiving unrouted traffic from the gateway. Correspondingly, the 
carrier or carriers with a gateway overage to that same sub-area and 
a hinterland deficiency, netting to an overage, will receive no un- 


routed traffic to that sub-érea from either hinterland or gateway. Thus 


7/7 See discussion under Specific Response to Commission Issue 2, 
Appendix Issue (2), DP. 1-8, 


no longer is traffic distribution even keyed to maintenance of 
some historic traffic pattern, bui rather the formula administration 

has evolved into a distribution based solely ona series of statisti- 

cal abstractions that, for most sub-areas, allocates all unrouted traffic 
to a single carrier; moreover, those statistical abstractions, even in 
their most meaningful context evince little more than the wholly un- 
workable concept underlying this formula. A more arbitrary approach 

to unrouted traffic distribution can hardly be imagined. And after 

thirty years of attempting unsuccessfully to make this formula workable, 
it {ig manifest that its further use can only result in increasingly arbitrary 


and inequitable distributions of traffic. 

To sum up. for a carrier which exercises the “poor judgment" to 
offer 2 superior service which results in increased eno for its 
specific service, an offsettina_reduction J n_the unrouted traffic. which 
it would otherwise receive, is excised by the balancina provisions of 
the formula. Moreover, with the existing administration ol the formula, 
such a carrier will not only lose unrouted traffic in the’ year in which 
a traffic gain is made, but also for every year thereafter unless and until 
thé newly acquired traffic is either lost or given upto another carrier. 
And the carrier that enjoys increasing traffic for more than 4 few years 


in succession will likely find all unrouted traffic taken away, with 


virtually no likelihood of regaining any. of it. The inequity d@ such a 
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system, which t iy penalizes superior service by,and customer 


loyalty to a carrier, should not require further elaboration. 


D. Schedule B of the formula ts én anachronistic 

market sharing device inconsistent with the 

public interest and should be abolished 

Schedule B of the formula provides for the transfer of approxi- 

mately 60% of the messages in WUI's quota for sub-areas of Area A 
to be transferred to RCA Globcom in accordance with a special agree- 
ment between RCA and WUI which was incorporated into the formula. 
This acreement represents, more or less, & novation of a contract 
existing between RCA and Western Union (whose Cables Division be- 
came WII) prier te the time the farm ta_came into being. which provided 
for certain recipracal exchanges of traffic between the two companies. e 
Althouch TTT Worldcom has no direct interest in the traffic transferred 


pursuant to Schedule B, it believes thatthe public interest is generally 


ill served by market sharing aareements such as this, and absent strong 


countervailing considerations. the Commission should require cancella- 
tion of this acreement 

It appears that the only basis for the agreement being entered 
into in 1943 derived from the unexpired traffic exchange agreement 
between RCA and Western Union prior to the formula. Certainiv the 


use of Schedule B over the last thirty years has to be considered good 
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and sufficient consideration in satisfaction of whatever con- 
tractural obligation may have existed i the inception of the agree- 
ment in 19423, Schedule B thus encompasses an agreement for the 
allocation of market shares which negates competitive enterprise 
and is therefore contrary to the public interest and for which there 
exists no apparent offsetting justification. ’ The Commission ts 


therefore urged to exclude Schedule B or any like private, market- 


sharing agreement from the formula which it hereafter prescribes. 
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E. The designation of all international messages 
filed in certain offices of the Western Union 
Telegraph Company located in gateway cities, 
as specifically routed via Western Union 
International constitutes an unfair competitive 
advantage for WUI and should be ended. 


In its decision approving the divestment by Western Union 


of its Cables Division, to become the independent carrier, WUI, the 


Commission determined that WUI should be given all traffic filed at 
Western Union offices south of 60th Street in Manhattan and at two 
Western Union offices in Washington and two such offices in San 
Francisco, as specifically routed via WUI (30 F.C.C. 323, 1961). 
This es which had the effect of permitting WUI to use those 
Western Union offices as its own gateway fF ‘kup facilities and thus 
be spared the burden of opening its own offices to compete with the 
other IRCs, was largely predicated on the Commission’s belief that 


WUI required this advantage at the time to be competitively viable. 
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Over thirteen years have now passed since WUI first 


entered the international record communications arena, Whatever 
may have been its competitive limitations in 1961, WUI today is 


clearly a viable, agaressive comnetitor for the other IRCs. Con- 


sequently, its continued use of Western Union gateway offices as 


its own, results in an unfair and unnecessary competitive advantage 
vis a vis other IRCs. Not only does WUI avoid much of the expense 
of maintaining its own offices, but by receiving all international 
messages received at those Western Union gateway offices, WUI 
fosters confusion on the part ofthe public and some Western Union 
employees, as to the appropriate means of routing, or not routing, 
traffic via a particular international carrier. 

ITT Worldcom submits that WUI has, in its 13 year existence 
become a strong and viable competitor in the international record field, 
and therefore that its special status should be ended and that it be 


required to open its own gateway offices and compete on equal terms 


with other international record carriers. 
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II. Attribution to the “accumulated overages and 
deficiencies” of any continuing or vested interest. 
would require 4 strained and illogical construction 
of the 1943 formula and be completely contrary to 


the public interes t. 


Given.the conceptual flaws leading to, and the arbitrary and 


- {inequitable distributions of traffic flowing from, the continuous ly 


accumulating quota imbalances in the existing formula, it is axiomatic 

in ITT Worldcom's view, that the formula prescribed by the Commission 

as a result of this proceeding will be designed to avoid any such continuing 
imbalances. As an example, the formula proposed hereafter by ITT 
Worldcom -- distribution of unrouted traffic in proportion to each carrier's 
routed traffic ~- would provide for quotas applicable only to unrouted traffic 
and defined in such a manner that all unrouted traffic is precisely allocated 
with no possible shortfall or excess of the traffic "due" toa particular 
carrier. 

Because of the near astronomical imbalances which today 
characterize the existing formula and the resulting badly skewed dis- 
tributions of unrouted traffic which have evolved from the I1QB's effort to 
reduce those imbalances, many instances exist where one OF another 
carrier is heavily favored by the traffic distribution to various sub-areas. 
Some of these carriers. purely as a matter of self interest. van be expected 
to challenge any changes in the formula which affect their favored traffic 


Aistribution. Facing the strong likelihood that the Commission will 
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prescribe a new formula which abandons most, if not all, of the archaic 
and inequitable distr: outive aspects of the old formula, those carriers 
can be expected to urge 4s & fallback position, that 4 continuing or 
vested interest in those Statistical imbalances inures to their benefit, 
wha must either be “Liquidated" or carried forward to the new formula. 
This hypothesis is patently absurd. These accumulated imbalances do 
not represent gained or lost traffic for which a liabilitv or 4 chose in 
action is created by the formula Rather they are nathine more than a 
statistical_.renresentation of the failure of a concept underlying the 1943 
formula. that of maintaining proportional market shares constant over & 
long period of time for a dynamic, competitive industry. As sucha 
historical measure of the unworkable nature of that formula, these 
statistical abstractions should, like all other out-moded characteristics 
of that formula, be simply relegated to history, upon the prescription of 
a new formula by the Commission. 

In order to establish any credibility for a thesis that the 
accumulated quota imbalances, which now characterize the formula, represent. 
vested interests for the carriers to which they are attributed, it would be 
necessary to show that the Commission, in prescribing the formula in 
1943, intended that the quotas therein established be, not merely a 
goa! toward wiich the unrouted traffic would be dis tributed in such @ 


manner as to approach as nearly and often as possible, but rather would 
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operate as an absolute guarantee to each carrier of receiving its quota 
share of traffic at all times and ‘under all conditions. At this point, 
suffice it to say that, aside from the fact that a prescriptiar_of fixed 
market shares is the antithesis of competitive enterprise, which the 
Commission has long championed, such an argument is belied by both 
the actual content of the formula and by the Commission's statements , 
and actions in prescribing the formula. 

It is significant that the formule establishes quotas based upon 
total traffic received by a carrier but only permits unrouted traffic to be 
shifted in pursuit of ‘ose quotas. When all specifically routed traffic 
was to be given the carrier so chosen, it cannot have been unexpected that 
on some occasions the specifically routed traffic might exceed quota. 

The very existence of the balancing provisions suggests the same likelihood. 
However. jf the Commission had intended that the formula onerate to fix 
absolutely and interminably each carrier's proportionate market share, 

it would not likelv_haye chosen .method.which rould be foreseen to 

be so highly inefficient. as opposed to simply shifting all traffic as re- 
quired to maintain the fixed shares: and given such apintent. the 
Commission could not he expected to have held anv comounction toward 
taking away specifically routed traffic from any particular carrier. That 

this was not the Commission's iutent is further.ilustrated by the long 


period which the farmula_has heen in use with ever increasing quota im- 
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balances. If the Commission had intended the maintenance of pro- 

portionate itiay wheiek at the base period level, it would never 

have permitted these proportions to reach such a severe imbalance. 
Moreover, in its order prescribing the formula, the Commission 

evinced some concern that the public dhe lose some of the benefits 

which competition has historically brought, but concluded that 


“{ while ] overall competition may be lessened as a result of the 


organized distribution of traffic, ...we intend to maintain careful 
surveillance over the operations of the international telegraph carriers 

to assure that progress in providing efficient and economical service . 

in the field will continue" (10 F.C.C. 195, emphasis added). Ifa 

fixed market share_had heen guaranteed each earrier hy oneration of the 
formula, with legal rights and obligations attaching to such shares then 
‘competition. rather than beina merelv lessened as concerned the 
Commission, would instead ~— been completely eliminated. In addition, 
given the Commission's expressed intent to closely monitor the formula, 

it would defy credulity to believe that the Commission could dis- 

i ccemane he watch for over thirty years the ever mounting quota imbalances, 
without giving notice to the various carriers who were in overage 

positions that they must be prepared to "give kak all extra traffic 


accrued since 1943, if such had been the Commission's intent. 
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It is worthy of note also, that in rate proceedings over 
the years it was never suggested that a carrier's "creditor" or "debtor" 
status, as the case may be, in relationshio to formula imbalances, 
was a factor for consideration in determining revenue requirements. 


: : * i 7 
And such imbalances were neyer recorded in carrier accounting systems, * 
: S i 
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| 
| as a deferred receivable or contingent liahility 2 ice ee 
A construction of the existing formula which ascribed a legal 
or vested interest in the accumulated quota imbalances would, as shown 
hereafter, severely frustrate the public interest. A carriernwhich,—even 
inadvertently -ha4 nrovided a better serviceand attracted additional 
traffic wold have actec at its peril, incurring 2 legal Liabilitv to make 
wo whole other carriers who had attracted proportionally less traffic; hence 
an immense disincentive would exist against any form of competitive 
enterprise - the carrier ‘ude be ina positian of nothing to qain,all to 
lose. Secondly, me large imbalances which have accumulated since 
1943 cannot realistically be "liquidated." An overage carrier could 
not simply give back traffic to a deficiency carrier; and a lump sum 
settlement, even assuming legitimacy, would at a minimum require an 
exhaustive analysis to determine net amounts for every occurrence of 


a quota overage. Additionally, any attempt to engraft the existing 


quota imbalances onto a4 new formula would, at best, result in an 


28. 
139 


idelanate continuation of the wholly arbitrary distribution of unrouted 
traffic, which those imbalances have already produced in the existing 
formula:_conceivahly such an engrafting-would_irreversibly bias a new 
formula awav from_a_iust, ceasonable and equitable distribution of traffic. 
Finally, it is important to recognize that both the accumulated 
imbalances themselves and unknown exer contained in these statistics 
owe their existence largely to fact that, contrary to universal 
Seocninuene , the formula did not undergo revision within a few years after its 
inception. Two of the formula provisions are especially notable in this 
regard. The quota balancing offset placed in the formula to 
discourace Western Union from favoring its Cables Division, and which 
largely accounts for the existence of the "overage" and "deficiency" 
concept, was expected to he eliminated as soon as jivestment occurred. 
Of course, divestment was expected to take place shortly after the 
merger in 1943. The other provision, the absence of quotas for RCA Glob- 
com from its gateways to Areas A and B, which elimi: «tes RCA Globcom 
traffic in the gateways from being counted ,ore vay or the other, in 
determining overage and deficiency positions and thus introduces e 
: unknown bias into these statistics. was similarly. expected to be revised 
or eliminated within a short period of time, as experience was gained under 


the formula and competitive positions became somewhat more balanced. 


Were the Commission to now create vested interests from these 
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statistical imbalances, it would not onlv dramatically multiply 

the already existing inequities in this formula, but would also 
amount to a repudiation of the expectations of the Commission 
and the carriers in 1943 that this formula Sata be changed as soon 
as the wartime conditions had stabilized, or as soon as industry 
conditions changed. 

For both the conceptual reasons and practical considerations, 
the Commission is respectfully urged to find that the use of these 
statistics to establish any sort of vested interest or handicap in 
the future distribution of outbound unrouted traffic would be unjust, 


unreasonable, inequitable and contrary to the public interest. 
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Ill. The existing quota system should be replaced 
by a formula that allocates unrouted inter- 
national telegraph message service in proportion 
to routed traffic received by each carrier. 

In its 1964 Complaint, ITT Worldcom urged that the existing 
formula be replaced by one which eliminates "quotas" as such and 
distributes unrouted taffic equally among all carriers having authority 
to directly serve a given international destination. While this basis 
for distributing unrouted traffic has the virtue of simplicity of 
administration, allocation of unrouted traffic in proportion to specifically 
routed traffic as recently urged by TRT Telecommunications Corporation 


(TRT) may provide a more logical basis for distributing the unrouted 


traffic and appears more in keeping with the Commission's emphasis 


on the encouragement of competition among carriers. This approach, 


distributing unrouted in proportion to routed traffic, would laracely reverse 
the pomeaheten disincentives of the old formula. Such an allocation of 
unrouted traffic would give due recognition to the competitive results | 
achieved by the carriers and would promote competition relating to the 
quality of services. To the nsnent that customers of telegraph message 
services 'vote' for a given carrier by using its services, that carrier 
would benefit from an appropriate share of the revenues for routed and 


unrouted traffic. 
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The TRT proposal, as understood by ITT Worldcom, would 
allocate unrouted traffic in proportion to routed traffic by carrier and 
by destination country ~ 1.e., unrouted outbound traffic to a given 
country would be distributed to the carriers serving that country in 
proportion to the routed traffic which they each carried to the given 
country. TRT has also urged that routed traffic from the gateway cities 
should be excluded from the totals used to allocate unrouted traffic, 
in the belief that inclusion of the gatewav routed traffic would unfairly 
bias the unrouted traffic distribution against smaller carriers, such as 
TRT, who lack the "favored gate -y status " of the larger international 
carriers. 

ITT Worldcom supports the TRT proposal that the unrouted traffic 
allocation be made in proportion to routed traffic, and urges that such 
distribution be-or-e country—by-country basis amona carriers authorized 
to evita denal-ourednes to such countries. Distribution by country 
should assure that the competitive stimulus and public benefits upon 
whieh this allocation is premised are available and applicable to all 
markets and users. To do otherwise, i.€., distribute totzi unrouted traffic 
to all foreign destinations in proportion to the total routed traffic to all 


foreign destinations would create a strong incentive for a carrier to 
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concentrate traffic development efforts and corresponding service 
improvements ina few high density markets which could be expected to 
produce a6 volume of routed traffic equal to or greater than that obtained 
by spreading traffic developmental efforts over the whole spectrum of 
markets and users, and at less total expenditure of resources. This 
would appear to result in undue preference to the high density markets 
and unreasonable prejudice against the smaller markets. In addition, 
allocations on an overall basis would likely result in a skewed traffic 
distribution, not unlike that pres ently existing, by operation of the 
: IQB. Rather than attempting to apportion unrouted traffic for a given 
country among carriers authorized to serve that country, it might wel, 
as a matter of administrative convenience, assign all traffic for a 
country_to_one carrier, all traffic for another country toa denned carrier, 
"and so on,_just being sure that, overall, each carrier received its 
proportionate amount of total traffic. Given that the cost to revenue 
ratio for a message.wilLvary somewhat between countries ‘and that traffic 
returns are more likely from some countries than others, such an 
arbitrary allocation methodology would carry forward much of the in- 
equity existing in the present formula. 

While no allocative system way be said to guarantee absolute 


equality of treatment for all users and all markets, ITT Worldcom suggests 


that a proportional allocation of unrouted to routed traffic at the individual 


market level is _considerahly more likely to provide such equality than is 
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one which practically invites a carrier to concentrate its resources ina 


few large, dense markets. or the IQB to administratively slip back to a 


distribution containing many of the inequities of the existing formula. 
The proposal by TRT that gateway routed traffic should be 
excluded from the routed traffic total pe purposes of allocating 
unrouted traffic should not be adopted. Such an exclusion would produce 
at least as great a bias against the IRCs who have significant operations 
in the gateways as is allegedly created in favor of those carriers by 
the inclusion of the gateway routed traffic in the total. In the interest 
of compromise, however, ITT Worldcom would be prepared to accept a 
modification of the TRT position to exclude self generated traffic : 
(i.e., traffic filed at the IRC offices) in the gateways (including TRT 
gateways), but not routed traffic from Western Union. With this 
modification unrouted traffic to each destination country would be allocated 


be ween carriers in proportion to all routed traffic filed with Westem 


Union for each such destination. 


Turning to the administrative aspects of the proposed formula, 
the allocation of unrouted traffic in proportion to routed traffic probably 
cannot be done ona “real time" basis. Therefore, some historical period 
of routed traffic must serve as a basis for allocating present unrouted 


traffic. However, to avoid the gross distortions of the competitive 
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\ 
realities of the market place, as has been observed through the use of 


the existing formula, and to essure the competitive stimulus which should 
characterize the new formula, it is essential that the historical “base” 
for unrouted traffic distribution be periodically updated to keep the 
unrouted traffic distribution in step with changing market conditions. 

To provide ior this necessary updating and to also allow some time lag 
for the administrative computation of allocation percentages, itt 
Woridcom suggests that new unrouted traffic allocations be established 
every six months beginning January 1 and July 1 of each year, and 

using as a base period the parallel six month period for the previous 
calendar year. Thus, for example, the unrouted traffic to a given 
destination for the period January — June 1975 would be allocated to 

the various carriers authorized to directly serve trat destination in 

direct proportion to the percentage of routed traffic which each carrier 
received during the period January - June 1974. As can be seen, this 
methodology not only keeps the allocation of unrouted traffic closely 
responsive to changes in routed traffic but also provides a reasonable 
period (six months) between the closing of a given base period and the 
sion of the period during which that data will be used for unrouied traffic 
aliocation, so that data compilation, computation of allocation percentage: 
for each carrier, reproduction, and other necessary administrative tasks 


can be carried out. 
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SUMMARY 


Tnat the Commission prescribed a formula In 1943 which 
effectively carved out market shares and essentially eliminated 
competitive stimulus to new traffic development can be attributed 
largely to uncertainties associated with the concurrence of World 
WarlIl. Because there was no way of knowing at that time just 


what course the war might take or what communications exigencies 


“might be brought to the fore, the Commission seemingly adopted the 


position that the status quo should not be disturbed, but that an 
early revision was likely because of changed conditions following 
the ending of the wer. That this was the Commission's view is 


supported by its opinion approving the 1943 formula (10 FCC 184) 


‘wwe have considered a proposal made by RCAC, in which 
the other carriers do not concur, that the basic formula set forth 
in exhibit 306A should be adjusted in the future to reflect future 
chances in the relative amounts of in-bound overseas traffic 


. handled by each of the carriers.. . The proposal appears to be 


directed principally to traffic with occupied Europe and Pacific 
areas controlled by the enemy, since future over-all increases 

in such traffic are most likely, as communications with these 

areas is again established. In essence, then the RCAC prososal 
seeks to determine now the policy and principles which will be 
applied at some time in the future under e changed factual situa- 
tion, the nature of which cannot now be determined. International 
communications conditions are unsettled during this global war. 

As the war progresses, the concentration of communications will 
shift from area to area, We cannot undertake to determine now the 
desirability of an adjustment in the distribution formula which by 
{ts nature cannot take effect until a time when the entire world 
communications picture may be profoundly altered. If the provisions 
already embodied in the formula for distribution of reestablished 
traffic are not adequate to deal with the problem when it arises, we 
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will review the matter in the ght of all the facts, which are now 
unknown and will then be available, The end of the war may 
require a major revision of the formula which we have approved, 
and we do not desire to prejudge the tissues which may then arise, 
by premature action at this time.” 

The Commission's action in 1943, in prescribing a formula 
which seemed to establish, as a goal, the maintenance of fixed 
market shares among the international record carriers and the con- 
sequent elimination of competitive effort, even though expressing 
concern about lessened competition, occured because: 

(1) there was general agreement among the affected 
carriers on the major provisions of the formula; 

(2) the country, and its communications facilities were 
{involved in a period of great national stress; and 


(3) the Commission and the carriers expected an early 


revision of the formula to reflect changed and changing conditions. 


Even if the Commisaten had concluded, as a matter of policy 
in 1943, that a formula which so stifled competitive witon was required 
to satisfy the statutory criteria that the formula be just, reasonable, 
equitable and in the public interest, it had clearly become of the 
opposite view in 1961 when it approved the divestment by Western 
Union of its Cables Division, which was to become WUI. In its 


opinion there (30 FCC 323, 382) the Commission said: 


“WU International will have its interest in certainty and lack 
of argument satisfied. Its fears that its share of traffic will be ad- 
versely affected by divestment will be allayed and its starting 
revenue position protected. What will happen in the future will,of 
course, depend on the competitive efforts and effectiveness of the 
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carriers, That, however, will be the natural and proper results 
of operating in a competitive society". (emphasis added) 


See also the Commission's endorsement, in 1955, of competition 
among the international radio-telegraph carriers in Mackay Radlo 
and Telegraph Co. 19 FCC 1321, 1349-50 (1955) (Conclusion of 

Three Circults Case). And even a casual observer of the Commis- 
sion's actions in recent years would have to conclude that the 
Commission's current policy strongly favors competitive enterprise 
among various communications carriers. See for example, the 
Goentesiws opinions in American Telephone and Telegraph Co. 
(TAT-4), 37 FCO 1151 (1964); Use of the Carterphone Device in 
Message Toll Telephone Service, 13 FCC 2d 420 (1968); Specialized 


Common Carrier Services Inguiry, 29 FCC 2d 870 (1971); Establishment 


Lsteo. ee 
of Domestic Communications -Satellite Facilities by Non-governmental 


Entities, 35 FCC 2d 844 (1972); Tropical Radio Telegraph Co. (Service 
to Italy), 35 FCC 2a 950 (1972). 


Nevertheless, a formula for distributing unrouted international 
telegraph message traffic, prescribed in 1943, which was clearly in- 
tended be revised within a few years remains in use today. Moreover, 
the quota system established by that formula is completely Lona to 
the Commission's regulatory policies toward the encouragement of com- 
petitive enterprise, and produces severe inequities in the distribution 


of traffic among the participating carriers. That formula must be excised 
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as a control of international record communications market 
shares. 
The Commission is urged to prescribe & new formula 
which provides reasonabe incentives for competitive enterprise, 
is protected against stagnation due to the use of out of date 
bases for distributing traffic, igs unencumbered by any ghosts from 
the past, and is otherwise just, reasonable, equitable and in the 
public interest. ITT Worldcom suggests that these goals will be 
achieved by a simple formula which distributes unrouted traffic 
to each overseas point to carriers authorized to provide direct 
services to such points, in proportion to the outbound routed traffic 
handled by each such carrier, based on traffic statistics used for 
determining allocations which are updated semi-annually. 
Respectfully submitted, 
ITT World Communications Inc. 
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Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D. C. 20554 


In the Matter of 


) 
) 
International Record Carriers' Scope ) Docket No. 19660 
of Operations in the Continental ) 

United States, Including Possible ) 

Revisions to the Formula prescribed ) 

under Section 222 of the Communications) 

Act. 


- To: The Commission 


COMMENTS OF WESTERN UNION INTERNATIONAL, INC. 


Western Union International, Inc. (WUL) hereby 
submits its Comments and Memorandum of Law in response 
to the Commission's Memorandum, Opinion and Order 
released June 10, 1974, which requested the parties to this 
proceeding to comment upon the proposed revisions to 
the International Formula for distribution of outbound 
international cablegrams filed with the domestic cselegrach 
carrier. | 

The present proceeding is an important and 
far reaching investigation. It will affect the distrib- 
ution and handling of approximately four million messages 
per year, and potentially could affect the viability and 
economic well being of all of the international record 
carriers for years to come. It is of vital importance 
therefore that all proposed revisions to the International 
Formula be examined with the greatest of care. Changes 
made in the Formula could have more extensive and long- 


lasting effects upon these carriers than any of the 


tp 


% ‘ ‘ . 5 oie ‘ed 
aucee iy ‘s ¥ < i” 


a capmrrcenescaicneinruiinsneincee: xi tennis titan E | SS TT 


1 


‘oe & 
Commission's recent actions in the international field. 
The principal factor to be considered in 
connestion with the proposed revisions is that the 
Formula has operated successfully for many years. Having 
withstood the test of time, it should not be changed with- 
out a strong snowing that the public interest is being 
significantly harmed by its current operation. In order to 
“make its statutorily required finding that the Formula 
nas now become “unjust, unre2sonacle or ineouitec.e, or 
not in the public interest (e222 e€)( 3)", ie Commission 
must have positive proof of significant, lasting damage 
to the public interest. 

No cvrrier proposing revisions has come tor- 
ward with the necessary proof that the public is being 
hurt. All carriers, operating under the Formula are 
successfully and efficiently transmitting the tretiic: 
she Western Union Telegraph Company (WUTelCo) procedures 


for distributing wirouted messages are operating satis- 


factorily and without undue delay in most instances; anc 
the staff of the International Quota Bureau are impartial, 
experienced, and skilled in the administration of the 
Formula. In the face of all the indications that 3 28 
operating smoothly, the Commission should be hesitant 
indeed before tinkering with it. 

The only substantive allegation that the 
Formula is defective relates to the fact that "overages" 


ip over the years to paper 
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sums of many millions of dollars. However, this is an 
illusory problem. These paper amounts derive from tne 
fact that the Formula requires tnat each carrier should 
receive a certain percentage (based on 1942 traffic 
distributions) of the total traffic to each sub-area, 
including routed and unrouted transfer traffic, and car- 


rier pickups. Since all routings by subscribers must be 


_fonored, in order to preserve the right of choice, 


varcuted tratiie subject to distribution pursuant 70 
formula is sometimes insufficient in some subd-areas to 
enable each carrier to obtain its prescribed quota, 
resulting in “deficiencies” for those subd-areas. 

Tne dollar amounts of tne "Geficiencies" nave 
no real significance, except that, taken sub-area dy 
sub-area, they provide an indication to the International 
Quota Bureau of which carrier should te receiving unrouted 
traffic in order to make up its quota. The “overages” 
are simply the arithmetical converse of the “deficiencies”. 
Neither represents money owed by one carrier to another 
but merely reflect the operation of two of the features 
of the Formula, the "quota", and the requirement of 
respecting +he customer's routing. Consquently, the grand 
totals of net “overages” or "deficiencies" are meaningless. 
Certainly they do not justify interfering with an operation 
that has proved satisfactory over the years. 


The Commission must consider the deleteriou 


10) 


effects that the proposed changes may have on the incgustry. 
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Each carrier peceiving traffic pursuant to the Formula 
has invested many millions of dollars in equipmens 
designed to process and transmit international cables. 
Expensive, sophisticated computers and otner electronic 
eouipment designed to nandle this traffic has cveen 
installed. The long-range decisions to purchase ths 
equipment were based upon ~vne expectation of certain 
-minimum amounts of traffic, which in turn depend upon 
the assumption tnat no drastic cnanges would be made in 
the distribution of traffic pursuant %o the Formula. 


These plant and transmission facilities are designed 


to handle the volume of +raifiec resu 


} 


tribution could oe made over the short term without 
resulting in the carriers burdened dy such a cnange having 
excess capacity standing idle. Fach carrier involved 

is entitled to amortize its investment in this equipment 
over its expected lifespan, and thus must receive the 
traffic that formed the vasis of the decision to make such 
investments. 

; As WUL has pointed out in its earlier comments, 
and as the Commission has recognized in its Order released 
June 10, 1974, the statistical inforr sion necessery to 
determine the effects of any proposed change is lacking, 
and will not be available until WUTelCo completes its stucy. 
Accordingly, no analysis of these proposals is appropriate 


at thie time 
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The Commission's Memorandum Opinion end order 
herein, released November 26, 1973, instituting . shies 
investigation into the International Formula, does not 
specify the procedure which the Commission intends to 
follow, beyond tne present round of statements of fac% 
‘and memoranda of law, and resoonses thereto. Since tne 
WUTe1lCo study of international transfer traffic will not 
be completed until after responses to the present round 
of pleadings have been filed, it will be necessary zor 
the Commission to order further procedural steps in 
order to resolve the aguestions raised in this docket 
Before the Commission can issue any order prescribin 
change in the International Formule, it is required ty 
statute to hold 2 full nearing into all aspects of the 
question. 


Section 222(e)(3) reads as follows: 


"Whenever, upon 4 complaint or upon ics 
own initiative, and after a full hearine, 
the Commission finds that any suce ais- 


tribution of telegrapn sraffic among 
telegraoh carriers, or any such division 

of charges for such trarfic, whicn ig being 
mace, or which is proposed to be made, is 
or will be unjust, unreasonable, or inequ- 
itable, or not in tne puolic interest, ~wne 


cos egies | lal eroaare om: or ea emeemnme tw 


155 


Commission shall Oe! order prescribe the 
distribution of such telesrarn traffic, oF 
the division of os +nereror, which 


will te just, rees sonable, equitable, anc 
in the public interest, end wili be, so 
far as is consistent with tne puolic in- 
terest, in accordence with the existing 


contractual rignts of she carriers” 


222(e)(3) cannot be satisfied by any procecure other tnan 


a full oral hearing at which all disputed issues ere 


thoroughly aired The requirement eof a full hearing 
specified in *his statute brings +:.:* oa) paeee provisions 
of Section 7 oz the Administrative Procedur ict (5. USC 


Section 556); including, among otner matters, the require- 


ment that 


"a party is entitled to preseny “is cas 

or defense vy oral or documentar, “vide 

to submit reoduttal evidence, and « iin 
such cross-examination es mey Ge recu. 2c 
foc a full and true éisclosure of the iecvs. 


Case law as well as statucory law indicates 
that a full oral hearing is requirec. fn she Morgan I 
case, Morgan v. U.S... 298 U.S. 468 (1936) the Supreme 


Court held an order of the Secretary of Agricultur £0 


) 


C 
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be void because he failed to allow the "full hearing" 
required by the Packers and Stockyard Act. In. @ 6nb- 
sequent case, Morgan vs. U.S., 3049 U.8. 2% (1938), the 
Supreme Court described the requirement of a hearing 
as “essential alike to the legal validity cf the adminis- 
trative regulation and to the maintenance of public 
confidence in the value and soundness of this important 
governmental process". 304 U.S. at 14. 

In interpreting Section 309 of the Communications. 


Act, which also calls for a tfull hearing", the Supreme 


2 
Court stated that it 

"agrees that. a ‘full hearing’ under 
Section 309 means that every party snail 

- have the right to present nis case or 
defense by oral or documentary evidence, 
to subnit rebuttal evidence, and to 
conduct such cross-examination as may be 
required for a full and true disclosure 
of the facts.... Such a hearing is 
essential for the wise and just applica- 
tion of the authority of administrative 
boards and agencies." U.S. v. Storer 
Broadcasting Co., 351 U.S. 192, 202 (1956) 


Similarly, the Court of Aspeals for t 


of Columbia, interpreting Section 7(c) of the A 
tive Procedure Act, stated: 


"no sanction shall be impcsed or rule 
or order be issued except upon consicera- 
tion of the whole record.... Every party 
shall have the right to present nis case 
or defense by oral or documentary evidence, 
to submit rebuttal evidence, and to concuce 
such cross-examination as may te required 
for a full and true disclosure of the facts." 
Wirtz v. Baldor Electric Co., 337 F.2d 5: 

D 


-—~ 


157 


In another phase of this very docket, the 
Commission ordered oral hearings, with their full panopl 
of procedural rights, in accordance with the "full hearing" 
requirement of § 222(e)(3), thus rejecting a vigorously 
urged argument that the Commission should grant an "interim" 
increase. in divisions of tolls pursuant to this section 
without a hearing. International Record Carr 
of Operations, 43 FCC 2d 661 (1973). 
Furthermore, in the same proceeding, the 
Commission's Review Board has pointed our the value to 
the Commission of the "full hearing" requirement of 
§ 222(e)(3), stating that: 
"(T]he requirement o 
inquiry serves to fa 
sive, accurate and ei 
of the object of the proceed! 
omitted]. Under Section 222(e)(3) of 
Communications Act, Congress has simply 
provided for the same precedural safeguards 


in rule making as in adjudicatory proceedings." 
29 RR 24 507,510 (1974). 


> ry 


In the final paragraph of the Commissior:'s MOZO 
released November 25, 1973, the Commission stated what it 
"will make such further orders herein as gua. Hekeseees or 
desirable’. 43 FCC 2d 1174, 1182 (1973). WUI assumes 
that in view of the statutory peercrreteaty of the 
Communications Act and the Administrative Procedure act 


3 


and precedents of the U.S. Supreme Court and other courts 


~ ww y 


and of the Commission itself, the Commission will deem it 


to be both "necessary" anc "desirable" to require that 
a full oral hearing be conducted prior to any determina- 


tion of the appropriate revisions, if any, to the Internationa- 


. 


Formula. 
When the data is available, WUI expects to 
put forward proposals for the Commission's consideration, 


log 


and proper examination at 4 full hearing. In 


time, WUI urges the Commission not to <ake any ection 
without the full information that will be zenerated by 
ae the WUTelCo study and the “full hearing" required cy law. 
ane ; 
Respectfully submitted, 
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RECELYED 
Before the 


FEDERAL COMMUNICATIONS COMMISSION JUL 1 0 1974 
Washington, D.C. 20554 dh 
HaHNSEL 


WASHINGTON 


In the Matter of 


International Record Carriers' Scope of 
Operations in the Continental United 
States, Including Possible Revisions to 
the Formula prescribed under Section 222 
of the Communications Act 


nocket No. 19660 
RM-690 


_. COMMENTS OF TRT TELECOMMUNICATIONS CORPORATION 


By Memorandum Opinion and Order, released November 26, 
1973, in Docket 19660, the Commission ordered an investigation 
to determine whether the distribution of telegraph message traffic 
under the Formula prescribed pursuant to Section 222 (e) (1) of 
the Communications Act for the distribution of outbound internatic ‘4 
message traffic handled by The Western Union Telegraph Company 
(WU) is unjust, unreasonable, or inequitable. The Commission 
further ordered that the investigation should include the following 
issues: 

(1) The exact manner in which the distribution of 
traffic is presently being made, broken down by carrier, 
category of traffic, and areas and sub-areas. | 

(2) The nature, extent and reason for the existing 
overages and deficiencies in assigned quotas. Ea¢h carrier is 
to present full data with respect to its overages or deficiencies, 
by area and sub-area, as of each year-end for the ten years 
ending December 31, 1972, and an estimate for the year ending 
December 31, 1973; as well as totals, by area and sub-area, since 


distribution began under the Formula. 
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(3) The present defects in the Formula, pointing out 
with specificity the effect of each claimed defect not only on 
the respondent, but also on other international record carriers 
and on the quality of service provided to and the rates charged 
the using public. 

(4) The specific amendments which should be made 
to the Formula to remove each such defect, the effect each such 
amendment will have on respondent, other international record 
carriers, and on the quality of service provided to and the 
rates charged the using public. 

: With regard to the first issue, the Commission, by 
Memorandum Opinion and Order, released June 10, 1974, in Docket 19660 
ordered that WU conduct a quantitative study of outbound 
international message traffic to determine the exact manner in 
which the distribution of such traffic is being made. Concerning 
the data required to meet the objectives discussed in the second 
issue, this data has been submitted to all parties and the 
Commission, except that actual data rather that estimates have 
been provided for the year ending December 31, 1973. 

Below TRT discusses the manner in which the distribution 
of international message traffic is made as prescribed by 
the Formula; the nature, extent and reason for the existing 
overages and deficiencies in assigned quotas; and the present 
defects of the Formula and their effects on the international 
record cavesers and the using public. TRI concludes: 

(1) that the International Formula for the distribution 


of outbound international message traffic handled by the Western . 
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Union Telegraph Company is grossly inequitable and illogical; 


and, 

(2) that the International Formula should be revised 
to establish a methodology for the distribution of unrouted 
message traffic which will be equitable and logical, will 
properly reflect today's industry structure, and will readily 
adjust to tomorrow's industry changes. 

TRT also sets forth a fair and logical method for 
‘the distribution among all eligible carriers of U.S. outbound 
unrouted message traffic. TRT believes this to be immediately 
adaptable to industry changes and enhanced technology, and one 


which functions automatically. 


A. Background 


The International Formula states that 

"Tie traffic for which distribution is provided herein 
is alltelegraph traffic, ....specifically routed and unrouted, 
handled by the [Western Union Telegraph Company (WU) ] originating 
in the continental United States and destined to points outside 
the continental United States, Canada, and eikean coe 

For the distribution of traffic handled by WU, the 


Formula provides that " (i) specifically routed messages shall 


be transferred to the international carrier indicated by such 


o 


1/“Formula, Pursuant to Section 222(e) -(1) of the Communications 
Act of 1934, for the Distribution of Outbound International 
Traffic Handled by The Western Union Telegraph Company Following 
Merger with Postal Telegraph Co., Inc.," prescribed by the 
Commission. 10 FCC 184 (1943), amended 25 FCC 532 (1958), 30 FCC 
‘ 323 (1961) and 30 FCC 951 (1961); page L. 
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routing; and 

(ii) unrouted messages in each category shall be 
distributed....so that each international carrier entitled to 
a quota in such category will receive a volume of such unrouted 
messages which, together with [specfically’ routed messages and 
messages picked up directly by each international carrier], will 
give it a percentage, equal to its quota in such category, 
of the gross international tolls on all messages in such 
category. "2/ 

i The term "Quota", as employed, is defined generally 
as the ratio of the number of outbound messages, whether picked 
up directly by each international carrier or transferred to 4 
by [WU], handled by each international carrier during the 
base year 1942 (or as adjusted) to the total number of outbound 
messages in the base year. Separate quotas by carrier were 
established for each defined destination sub-area by origin 
of the gateways of New York, Washington and San Francisco, 
and the hinterland; and within each origin location. by category 
ee of message. Consequently, an international carrier may have 
a distinct quota for each category of message for each origin- 


to-destination movement. 


5 'Deficiencies", and the Maintenance of Base-Year 


"Overages" and ' 


Quotas 
‘@he International Formula also provides that "The 
supervision of the operations of this formula shall be under a 
committee of representatives of each of the interested 


LD 


2 
‘pias Page 8. 
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international carriers..., the staff of which committee may 
function at the distribution offices of ba ee The 
International Formula Committee (as the committee of carrier 
representatives is called) created a staff, the International 
Quota Bureau (IQB), to administer the operation of the Formula. 
-fo enable the IQB to function, the Formula requires 
that "Each international carrier entitled to share in such 
a@istribution shall furnish to the joint distribution offices 
any information necessary to enable such distribution of 
unrouted messages to be effected in accordance with this eoenta ee 
The “information necessary to enable such distribution" 
was from the outset provided by the international carriers to 
the IQB. The data included the number of messages, words and 
the gross international tolls (GIT's) for both routed and unrouted 
messages combined; and totals were accumulated for each 
destination sub-area schucding to the defined gatewayS Or 
hinterland origin and the category of message. The IQB 
then calculated the percentages of participation for each 
carrier for the month reported, and compared these Seed uae Gat 
carrier's quotas. Where a carrier received more than its quota, 
the IQB recorded an "overage" in GIT's equal to the difference 
between the GIT's reported and the calculated GIT's allowable 
based on the quota. This also meant that a total "deficiency" 


ee nel 


3/qpid, Pages 12-13. 


4/tpia, Page 8. 


166 


of an equal yet negative amount was recorded for another carrier 
or other carriers. 

Whenever "overages" and "deficiencies" occur, the 
Formula provides “tf the [unrouted] messages so distributed fail 
in any month to give to any international carrier its quota of 
gross international tolls from such category, the distribution 
of [unrouted] messages shall be modified as soon as is practicable 
after the ascertainment of such autiedancy jn such manner as to 
compensate for such deficiency ana to assure to such carrier 
thereafter its quota of gross international tolls from such 


5/ 


category of traffic." To comply with the a the IQB, 
when “overages" and "deficiencies" first began to occur, issued 
instructions to [wu] to adjust the proportionment of unrouted 
messages for specific message categories for the coming month (s) 
to eliminate both the GIT's “overage” of the advantaged carrier (s) 
and the GIT's "geficiency" of the disadvantaged carrier (s). 
However, it soon became apparent that it would be 
largely impossible to maintain the quotas established for each 
carrier. Although the Formula specified "The traffic for which 
distribution is providec herein is all telegraph traffic.. 
handled by [WU] originating in the United Pen | (emphasis 
added), the mechanics for administering this distribution included 
the measurement not only of traffic handled by (WU], but also 
of traffic picked up directly by the international carriers. 
Furthermore, the Formula stated that "The right to receive a 
ee 
5/tpia, Page 8. 


6/rpia, Page l. 
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quota under this formula shall not purport in any manner whatsoever 
to limit or to restrict a carrier's scope of future operations; 
and although a carrier may not qualify for a quota, it shall 
always be entitled to receive its specifically routed traffic 
to all destination ened With the GIT's for traffic 
picked up directly by the international carriers added, and as 
a result of the industriousness of some carriers in acquiring 
"picked up" traffic, the accumulated "overages" and "deficiencies" 
became so large that even when all unrouted traffic was adjusted 
from the carrier (s) with “overages"to the carrier(s) with 
"deficiencies; there was insufficient unrouted traffic to overcome 
the imbalances. Also, as the Formula safeguards the right to 
retain all specifically routed traffic, the IQB could not instruct 
[wu] to reroute any specifically routed traffic to eliminate 
quota discrepancies. For those destination sub-areas where, for 
whatever reason, a carrier had no quota, it was immediately 
impossible to maintain the ‘established quotas from the point 
where that carrier began handling specifically routed traffic to 
those destination sub-areas. All GIT's collected by the carrier 
without quotas were recorded by the IQB as "overages", and there 
was some mix of "deficiencies" recorded for the carriers with 
quotas, the sum of these "deficiencies" equalling the amount of the 
“overage”. Following the Formula's guidelines, the IQB was 
required to attempt to eliminate the discrepancies. However, as the 
carrier with the "overage" had no quota and, therefore, no 


oD 


7/ tia, Page 3. 
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unrouted traffic, and since no specifically routed traffic could 
be taken from that carrier, the IQB was left with adjusting the 
unrouted traffic among the carriers with quotas in a futile attempt 
to erase the quota discrepancies. 

What has resulted from the operation of the Formula 
can be seen in the statistics for 1962-1973 presented by the IQB 
to the parties in this investigation, and to the Commission. 
"Overages" and "aGeficiencies" amounting to millions of dollars 
have accumulated, with no possible method of eliminating them. 
nineuetede the important issues are what these “overages” 
and ip dimisnesee™ mean in relation to today's industry structure, 
awe the impact of the Formula’ s defects has been on the 
participating carriers as well as the using public, and ee 


changes should be made. 


2. "Overage" and "Deficiency" - Their True Meanings 


tt is essential to realize that the accumulated Git 


overages and deficiencies of the international carriers indicate 


only the relative standings of the international carriers today 
with respect to what were their relative standings in the base year; 
and that they do not, therefore, indicate that a carrier with an 
overage is in an advantaged position, while a carrier with a 
deficiency is in a disadvantaged position. This relationship 

is determined only by comparing the actual distribution of 

unrouted and routed traffic which results from the Formula's 
operation with the current operating arrangements between the 
international earciexa ana WU; and only from this perspective 


will the true inequities which exist, and have existed for 
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many years, become apparent. 

While there were reasons for the special protections 
and unique traffic distribution methods of the Formula at its 
inception in 1943, principally concerning the variations in 
operating arrangements between each international carrier and WU, 
those reasons are certainly not valid in today's environment 
where the operating arrangements between each international carrier 

© 


and WU are essentially identical. Hence, today's distribution 


of unrouted traffic toaspecific carrier must, by the very nature 


of an unrouted message, be considered an award -- an advantage. 


Furthermore, as the Formula withholds unroutedc traffic: from 
the carrier with "overages" and awards this traffic to the carrier 
with "deficiencies", "overages" and "deficiencies" should today 
generally imply disadvantage and advantage, respectively. 

Proof of this inverse relationship is found in the 
latest Chart of Merged Company Distribution Percentages issued 
by bag IQB, dated April 30, 1974, and presented in Appendix A. 
The Chart illustrates in capsule form the instructions issued by 
the IQB to WU, which are in effect today, as to the proportionment 
among the eligible international carriers of all unrouted traffic. 
By comparing this Chart to the statistics on cumulative overages 


8/ 


and deficiencies provided by the IQB,— the correlation between 
deficiencies and the award of substantial amounts or the whole 
of unrouted traffic to an international carrier for each 


destination sub-area is straightforward. 


8/statistics for each carrier reporting under the International Formul 
the gross international tolls dollars overages or deficiencies for 


each of the ten years 1963-1972; presented by the IQB, dated January 


7 and January 14, 1974. 
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It is especially interesting to note the extreme 

| right hand column of the Chart which contains the date of the 
last issuance of a change in the instructions by WU as to how 
unrouted traffic should be proportioned to each destination 
sub-area. Several instructions are more than 20 years old, 

| and the later dates apply generally only to hinterland origin 

allocations. For the gateway origirs, there have effectively 

been no changes for many years in the instructions allocating 


' all unrouted traffic to one carrier for each destination. 


Bs B Specific Formula Defects, and the Resultant Inequities 


B. Specific Formula Detects, 
1. Formula's Operation Acts as 2 Disincentive to Better, Service 


TRT considers the most serious overall defect of the 
Formula to be the negative effect of its operation. From the 
Formula's beginning, where an IRC has handled more specifically routec 
traffic (both transferred “by WU and picked up directly in its 

San gateways) than its calculated quotas, a right protected even 

by the Formula, that carrier has been penalized by having some 
or, more usually, all unrouted traffic withheld and given to 
another IRC. The disadvantaged carrier has, consequently, 
been frustrated, and has recognized the futility of the expense 
and effort to obtain more routed traffic; for to the extent 
that it issuccessful in developing a greater percentage of routed 
traffic, an equal amount of unrouted traffic is withheld and 
awarded to another carrier. 

On the other hand, the advantaged carrier, which by no 


effort of its own. has received hive valumes of unroeuted traffic, 
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loses its incentive to improve service. Certainly there is no 
incentive to obtain routed traffic beyond a calculable amount, 
except in the few instances where a carrier's quotas are 
extremely high, since to do so would mean to exceed one's quotas 
and risk the loss of unrouted traffic of an amount equal to the 
amount of the gain in routed traffic. 

The consequence of this is to dampen the initiative 
to compete through improvemerts in the service offered to and 


the rates charged the using vublic. 


¢ 


2. Formula Arbitrarily Denies Quotas 

If for any reason a carrier had no traffic to a destination 
during the base year 1942 (or as adjusted), except where 
operations had been temporarily halted, that carrier has not been 
allowed a quota to that destination. TRT is particularly 
disadvantaged because of this provision, since TRT serves many 
more destination sub-areas, even in Area B, than it has 
quotas for. Not only does this vreclude TRT's participating 
in any unrouted traffic to most Qf the destination sub="Teas 
it serves. the denial of quotas adds further ‘niury te..TRDL | 
through a loss of potential return traffic from its foreign 


correspondents. 


3. Inequities Are Doubled 


The operating arrangments between the IRC's and their 
foreign correspondents generally provide for a proportionate 
amount of return traffic. Proportionate return traffic is given 
for both routed and unrouted traffic. Hence, where a carrier 


has been handling all of the unrouted to a destination sub-area, - 


a, 
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fe 
or has enjoyed a quota aavantage, that carrier has been 
twice rewarded. The consequence of this arrangement has been 
an arbitrary, unjustifiable advantage enjoyed by one carrier over 
another. The advantage is particularly inequitable where, 
as is TRT's case to most destination sub-areas, some carriers 


are not even allowed a quota. 


4. The Formula's Method is Inconsistent with Its Objective 

The Formula specifies that the traffic for which distri- 
bution is to be made is all routed and unrouted traffic handled 
by WU, originating in the continental U.S., and destined to 
points outside the continental U.S., Canada and Mexico. Yet the 
method of distribution includes the GIT measurements not only 
of traffic handled by WO, but of traffic picked UP by the IRC'S 
as well. As TRT has illustrated above, this has caused 
tremendous amounts of unrouted traffic to be awarded on an 
inequitable basis to RCA and Wul. 

“Purthermore, as TRT points out below, this method 
has allowed non-uniform methods of grouping and reporting data 
to the IQB. Some IRC's have been able to use this to their 
advantage, and have as 4 consequence received more unrouted 
traffic than they would have normally been entitled to receive even 
under the Formula. Since there have been neither controls over 
nor effective checks into the data reported by the carriers 
to the IQB, as evidenced by the inconsistencies between IQB 
annual totals by carrier and the carrier totals found in FCC data 
published annually, and even in IOB data, there appears to have 


been a juggling of reportable data according to what result will 
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prove the most advantageous to some IRC's. 


5. Advantaces Enjoyed by RCA 


Referring again to the Chart of Merged Company 
Distribution Percentages presented in Appendix A, itis 
immediately apparent that RCA is a vrime benefactor of the 
inequities of the Formula. RCA in effect enjoys all of the 
unrouted traffic to Area C, the Pacific, and has done so for 
many years. As long as the Formula continues in its present 
form, ‘ sO will this inequity. 

In accordance with Schedule B of the Formula, RCA 
sunwives 60.5 percent of WUI's quotas to the destination eiieons 
of Continental Europe and Beyond the Continent (including 
Greenland and Iceland, but excluding Liberia), except for 
press, government and fixed text traffic. As also indicated 
by the Chart there is insufficient unrouted traffic to accord 
RCA its share; hence, RCA has since August 31, 1966, been 
receiving all of this traffic. In view of today's industry 
structure that special provision of the Formula must be considered 
an unfair advantage to RCA. 

To Areas A and B, except for the provisions of 
Schedule B, RCA has no gateway quotas; only hinterland quotas. 
However, this has been used by RCA to its advantage. Normally, 
tolls reported under gateways refer mostly. to traffic picked 
up directly by an IRC, while bodies reported as hinterland refer 
to traffic transferred by WU. The ambicuity lies in 
whether to consider transferred traffic which originates in a 


gateway as gateway or hinterland. Except for traffic handled 


wii- 
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by WU public offices in the gateway cities proper, WU treats 
this traffic as ‘hinterland, as do ITT, TRT and Wul. RCA, cn 
the other hand, recognizes that if they treat this gateway~- 
originated transferred traffic as hinterland traffic, it would 
significantly reduce or possibly eliminate the unrouted traffic 
RCA receives against its hinterland quotas for Areas A and B. 
Since RCA's gateway GIT's have no effect on its quotas to 
Areas A and: B, RCA has lumped all of this type of transferred 
traffic into its gateway eee Consequently, RCA appears to 
enjoy more unrouted traffic to Areas A and’B than it would 
otherwise be entitled to receive. 

6. _Advantages Enjoyed by WUL 

‘The Formula also provides that “all of the offices 
of [WU] located in the area 60th Street and south thereof in 
the Borough of Manhatten, New York; the office of (WU] located 
at [Kennedy] International Airport; the main office of [WU] 
located in the central business section of San Francisco, and 
one other office of (wu] located in the central business section 
of San Francisco in the general vicinity of the offices operated 
by [ITT] and RCAC, to be designated by (wurI] ; and the main. office 


of [wu] in Washington, p.c., shall be considered as offices of 


cece thet NA 
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tt is significant to note that when an IRC receives a message 
transferred by WU, reflecting an origin of New York, Washington 
or San Francisco, the IRC has no method for determining whether 
that message was originated at a WU PMS office inside the gateway 
proper, or elsewhere in the city. For a message called into a 
CTB from an originator located inside one of the gateway cities 
proper, again there is no method for determining this. Therefore, 
one must speculate as to how an IRC would consider such a message 
as having originated in the gateway proper. ; 


wos 
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(Wut) within the perview of this section. =2 

While the Commission may have desired to shelter 
WUI from the competition of the established gateway city offices 
of ITT and RCA at WUI'S inception, surely WUL's special status 
is no longer justified. Indeed, WUI, pattke the other three 
IRC's, has received the gift of established gateway city offices 
at no expense to WUI, since WU operates and maintains these 
offices. Moreover, from these WU gateway offices, WUI has received 
ali of the unrouted traffic, regardless of destination. 
This means that WUI handles unrouted traffic even for 
destinations for which WUL has: no quotas: 

As can be seen from the Chart in Appendix A, WUI 
enjoys almost exclusive handling of all unrouted traffic to Area 
A, which includes the heaviest traffic volume countries of the 
world. 40 fact, sccoraing to IQB data for the year ending 
December 31, 1972, Ywur handled at least half of all transferred 
traffic to Area A. The majority of this traffic appears to have 
been unrouted traffic. On the other hand, WUI handled only one-sixth 
of the total traffic picked up by the IRC's destined to Area A. 
When a carrier's unrouted traffic is substantially more than its 
routed traffic (both picked up and transferred) to any destination 


SANS 


1Y"pormula", Page 4. 

1Vstatistics for each carrier reporting under the International 
Formula; the total number of messages reported by the carriers for 
each of the ten years 1963-1972; presented by the IQB, dated 
February 1, 1974; Page 25. 


proportioning unrouted traffic among all IRC's, the two fundamental 


Paige 
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or area, the inequities caused by the Formula are clear. 


Cc. Formula Revisions Are Clearly Justified 


TRT has set forth some eof the gross inequities which 
exist and are being perpetuated by the Formula, and has 
demonstrated the long-overdue need to effect changes which will 
offer fair treatment of all carriers based on contemporary industry 
relationships, not those of the distant past. 


In seeking an equitable, logical method for 


criteria should be simplicity and flexibility. The simplest 
method, and a fair method, would be to proportion unrouted 

traffic eauallv between all IRC's serving each destination without 
regard to message category or length. The next least complicateu, 
and another equitable method i° that recommended in TRT's June 26, 
1973, letter to the Commission. The points of that letter are 
herein reiterated with supportive comments. 


- All Existing Overages and Deficiencies Should 
Be Eliminated 


As TRT has already demonstrated the overage and 
deficiency measurements maintained by the IQB indicate only the 
standings of the IRC's today relative to whet their positions 
were in the base year. Consequently, whether a carrier has been in 
an advantaged or disadvantaged position can only be determined by 
viewing the actual distribution of unrouted traffic when compared 
to today's industry structure. From this perspective, TRT has 


shown that accumulated deficiencies have caused most, and usually 


all unrouted traffic to identified destination sub-areas to be 


awarded to the carriers with these deficiencies, and that "deficiency: 


wi ta 
ave 


therefore, actually is synonymous with "advantage." Under these 
circumstances, RCA's assertion that any changes in the Formula 


1y 


should recognize and account for RCA's "deficiencies' is absurd. 
To allow such a measure to be enacted would only further exacerbate 
the already-gross inequities of the current Formula. 


- Any Carrier Handling Routed Traffic to an 
rion Should be bligible to Handle Unrouted Traffic 


Overseas Destinat g 

Some IRC's are excluded from the handling of unrouted 
traffic. to specified destinations because they have no base-year 
quotas for those destinations. This is most inequitable in TRT's 
case, where TRT is ineligible to receive unrouted traffic to 
most of the destinations it serves. Moreover, the negative 
effect on the Formula's operation preempts the handling of unrouted 
traffic by some carriers even when they are eligible to receive, | 
unrouted traffic. These exemptions have created and main ined 


the inequities which exist and which are compoundedby the reward 


of undeserved return traffic. 


- Each Carrier Should be Allocated a Percentage 


of Unrouted Traffic to Each Destination it Serves (Directly or 


Indirectly) in Proportion to -That Carrier's Share of the Total 


Routed Traftic to Each Destination; and “Total Routed Traffic" 


Should be Defined as Only that Traffic Originating in the U.S. 


Outside the Gateways. 


17 Rca letter to the Chief of the Common Carrier Bureau dated June 26, 
1973, relating to ITT's petition seeking amendment to the Internationa 
Formula. 


' method for the distribution of ail traffic handled by WU. Traffic 
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This is an equitable method of allocating unrouted 
traffic, one which rewards rather than penalizes a carrier for carrying 
specifically routed traffic, and one which provides an incentive 
rather than a disincentive to improve the services provided to 
and the rates charged the using public. Competition would be 
encouraged, and successes in innovation and providing more attractive 
service to the using public would be rewarded by increase in both 
routed and unrouted traffic. It is also a method in line with 


the original intent of the Formula, which was to provide a 


picked up directly by the IRC's in their gateways is not traffic 
handled by WU; hence, this traffic should not apply to any method 
for distributing unrouted traffic. Furthermore, by excluding from 
consideration the traffic picked up in the gateways, the gateway 
advantages of some IRC's over others, which are now being contested 
before the Commission Under Docket 19660, would be negated. 

Since this method would operate independently of gateways, o 
would adapt immediately to the outcome of the gateway issue. 


- The Percentages for Fach Carrier and Each Country 


or Overseas Destination Should be Determined Annually for the Latest 


Complete Year. 


- The Carriers Should Report to the FCC the number and 
Tolls of all Routed and Unrouted Messages to Bach Country oF 


Overseas Destination. 


- The Computation of the Percentages and the Verification 


of the Reporting Should be the Responsibility of the FCC. 


179 


- The I0B Should be ‘Dissolved. 


These recommendations could be easily implemented, 
and would provide a method for satisfying WU's requirements. Once 
each carrier's percentage of the routed traffic outside the gateways 
is known for each destination, a table could be constructed which 
would indicate... the proportion to be accorded to each eligible 
carrier. Such a look-up table could be incorporated into any 
automatic switching facility now employed or proposed by WU. 
Then, as WU processes unrouted traffic. W would simply proportion 
this traffic as received, without regard to length, category or iti 
As both routed and unrouted traffic are ee wir could 
amass totals for messages, words and tolls by carrier by destination, 
ana could provide the carriers and the FCC with a periodic 
activity report. With fhe carriers' inputs for routed traffic 
from other than gateways, performance coulda be verified and 
updates to the allocation table mace sinpatly as recommended, 
or as appropriate.* 


i 


lYprt believes that if vporeuted traftic were proportioned as. 
received hy WU. i.e... randomly, over_the long run, tolls would be 
proportioned between the IRC's in relative amounts equal to 

the percentages of unrouted messages each IRC_would receive. 


Therefore, no provisions need be made for message category, length 
or toll. 


Vas an alternative to the manual process for performance verification 
and updates, a program routine in WU's automatic switch could 
calculate the percentages of routed traffic handled by each IRC 
for.each destination, and could automatically make periodic 
adjustments to the allocation table. This feedback process 

could then be monitored for accuracy by the FCC and/or the IRC'S. 
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this method is flexible 


y indicated by T 
ges, and it allows We io. eliminate 


nusual expenses 


As alread RT, 


to industry chan 
now required 


and adaptable 
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to enact Formula directives: 
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"ALL" means all unrouted, 
b/ Except that all unrouted government, press and fixed texts go to WUI. 
¢/ All unrouted governcent, press and fixed tcxts go to RCQ, 
ga/ Of traffic destined to Area A routed for transit through Canada, orig 
to CNT "BRITCOYT" incernational traffic specifically routed (VIA IMPCHT); transfer to CPR 
eraffic routed (VIA DP) or (VIA IMPCPR). 
e/ New York is the gateway for ACR, CNT, CPR and WUI, and will transfer routed traffic to thea. Unrouted traffic reach- 
ing New York will be distribuced on the basis of 1 to CNT and 2 to CPR. Sen Francisco is the gateway for RCAC aad GH, 
and specifically routed traffic will be transferred to them, All unrouted traffic reaching San Francisco will be 


transferred to GW. 
f£/ New York ts the gateway for ACR, CNT and CPR, 
Rew York will be distributed on the basis of 
g/ Minneapolis is distributing office for unrouted 


inating anywhere in the United States, transfer 
“"BRITCCYT" internacional 


and will transfer to thea all routed traffic. Unrouted traffic reaching 


none to ACR, 5 to CNT and 5 to CPR. 


fessages and will transfer such traffic to CNT, CPR and RCAC as indicated. 
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Washington, DC 20036, 
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Washington, D. C. 20554 


In the Matter of 


International ecord Carriers’ Sccpec 
of Operations in the Continental 
United States, Including Possible 
Revisions to the Formula Prescribed 
under Secticn 222 of the Communica- 
tions Act. : 


Docket No. 19660 
RM-690 


ea ee ea a el et ae 


COMMENTS OF 
THE WESTERN UNION TELEGRAPH COMPANY 


Pursuant to the Commission's Memorandum Opinion and 
Order, 43 FCC 2d 1174, and Memorandum Opinion and Order, 
FCC 74-565, released June 10, 1974, with respect to the Com- 
plaint of ITT World Communications Inc. for revision of the 
Formula for the distribution of outbound international traffic, 
Western Union herein submits its comments. 

1. Heretofore, as part of this proceeding, Western 
Union has submitted a Statement, dated February 19, 1965, and 
a Supplement to that Statement, dated June 26, 1973, setting 
forth its views with regard to ITT's Complaint. We have re- 
viewed those two filings and conclude that they renain generally 
applicable. Accordingly, Western Union reiterates its previous 
position, updated in light of current conditions. 

2. ITT Worldcom's Complaint is divisible into two 


parts. First, it requests revision of the present Formula 
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quotas under which traffic is distributed among the interna- 
tional recc. carricrs. :acond, °i requests revision of the 
Formula to permit the establishment of additional gateway 
cities by the international carriers. 

3. With respect to ITT Worldcom's second request, 
dealing with the gateway cities, we assume that any revision 
to the Foraula, adopted by the Commission, will be consistent 
with any modification in the industry structure which might 
result from Docket No. 19660. We, therefore, do not believe 
that any comment on ITT Worldcom's gateway prcposal is required 
at this time. We, of course, reserve our right to be heard on 
the specific applications and proposals to expand the interna- 
tional carriers' operations beyond the present gateway cities 
which are now pending or may be advanced in Decket No. 19660. 

4. In our prior comments we indicated that dif- 
ficulties in implementing the pcknaie Formula and uncertainties 
in its interpretation have impeded the establishment of improved 
procedures and methods in Western Union's Operaticns. In this 
regard, Western Union continues to be confronted with complaints 
from one carrier or another, to the effect that it is not com- 
plying with the prescribed instructions for the handling of un- 
routed cablegrams or that it is favoring one carrier to the 
detriment of the others. Such complaints cover the entire scope 
of our public message System, the centralized teleshone bureaus, 


Greensboro, gateway city offices and the hinterland public 
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offices. Western Union continues to be placed in the unfortunate 
position of the initial arbitratc. of disputes between the inter- 
national record carriers. In this regard, although it has no 
interest in the proportion of traffic accruing to each inter- 
mational carrier and receives no benefits from its activities 

in implementing the Formula, it has been required to contend 
with threats of lawsuits and delays in its service improvement 
plans resulting from the opposition of one or more of the inter- 
national carriers. 

5. Also, we find that the existing Formula is be- 
coming increasingly incompatible with requirements of the modern 
handling and processing of international telegrams. The imple- 
mentation of the Formula distribution provision impeded some- 
what the efficient handling of international telegrams even in 
the past, when such handling was done manually. The problems of 
implementing the Formula in the context of Western Union's com- 
puterized switching system present much greater problems. In 
this regard, it is estimated that the eapient cost of program- 
ming the Company's computers to provide the cerreat distribution 
would be approximately $150,000. Substantial additional pro- 
gramming cost would be incurred each time changes in the exist- 
ing distribution would be made pursuant to the Formula quota 
provisions to reflect changing traffic patterns. : 

6. Alethough Section XI. of the present Formula pro- 


vides that all of the costs incurred by Western Union in the 
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distribution of traffic under the Formula shall be equitably 
shared by ti:e international carric.., Nestern Union's exper- 
ience has been that, as a eceseinal matter, it has not been 
able to recover its full costs in providing this service. 

In this regard, the Company has experienced difficulties in 
obtaining the agreement of. the international carriers to the 
amount of its costs and the equitable distribution thereof 
and has been forded to accept less than full compensation to 


a 


secure settlement with the carriers. 

7. In view of the foregoing, Western Union requests 
diver the Ccmmission consider the feasibility of eliminating the 
Formula quota system entirely and, in lieu thereof, requiring 
that all cablegrams be specifically routed by the sender. 

8. If this is not found feasible, Western Union re- 
quests that the Commission revise the Formula to transfer the 
responsibility for the distribution of unrouted traffic from 
Western Union to the International Quota Bureau (IQB) or some 
other instrument of the international carriers. Under this 
approach Western Union would transfer unrouted cablegrams to 
the IQB, who would then pass the traffic to the international 
carriers in accordance with the revised Formula. Western Union 
would be agreeable to leasing operating space to the IQB at a 
suitable Western Union location. Western Union would provide 


no services for unrouted cablegrams other than these provided 


for routed cablegrams. Such an arrangement would relieve 


188 


Western Union of a source of continuous complaint and place the 
responsibility for performing this operation where it right- 
fully belenss, with an instrumentality of the international 
carriers. 

9. If the Commission should determine that the 
public interest requires that Western Union continue its role 
in distributing unrouted cablegram traffic, we urge the Com- 
mission, as a minimum, to revise the Formula in a manner to 
ease the burden now incurred by the Company in providing this 
service. 

10. In this regard, the Formula should be simpli- 
fied to allow for an efficient mechanized handling. The Com- 
mission should consider the feasibility of revising the quota 
system so that all the unrouted traffic destined to each dif- 
ferent overseas point is accorded to only one carrier. Most 
importantly, the Formula should be designed to preclude fre- 
quent changes in distribution requiring additional programming 
of the Company's computers. Since the operations cf Western 
Union and the international record carriers are automated, 
frequent changes in the Formula would result in inordinate 
costs and possible delays. 

11. As discussed in our prior filings, the language 
of the revised Formula should be precise and complete to re- 
duce as much as possible the areas open to interpretation and 


subsequent conflict. Moreover, procedures should be established 
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to provide for the prompt resolution of any disputes 

which might arise in the light of cha:ges in the operations 
of Western Union or the international carriers, new services 
ane carrie etc. The revised Formula should make clear 
that Western Union would incur no liability for any errors 
which it might make in its good faith efforts to cistribute 
traffic among the carriers in accordance with the Formula. 

12. The revised Formula should also maxe clear that 
all costs, including any capital costs incurred by Western 
Union to mechanize the quota distribution, will be borne by 
the international carriers. These costs would include the 
day-to-day expenses of the quota distribution operation, in- 
cluding distribution of traffic in accordance with IQB in- 
structions, any facility costs that are associated with the 
unrouted traffic distribution, and any costs incurred by 
Western Union due to special handling required by a particular 
carrier. we also urge that under the revised Formula Western 
Union should be entitled to a reasonable profit for the serv- 
ices it provides in distributing the unrouted traffic. Western 
Union should no longer be responsible for the allocation of its 
traffic distribution costs among the international carriers. 
Rather, Western Union should be permitted merely to bill the 
IQB monthly for the total costs for the service it renders. 
The IQB wozld be responsible for the allocation c= such costs 


among the international carriers. 
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WHEREFORE, Western Union respectfully requests that 
the Formula -e revised in accozda:ce -ith the comnests set 
| forth hereinabove and in Western Union's prior Statement filed 
on February 19, 1965, and its Supplement, filed on April 26, 


| ¢ 


1973. 


Respectfully submitted, 


THE WESTERN UNION TELEGRAPH COMPANY 


tos 1828 L Street, N. W. 
Suite 1001 
Washington, D. C. 20036 


Its Attorneys 


Of Counsel: 
R. C. Hostetler, Esq. 
One Lake Street 
' Upper Saddle River, bh. J. 


July 8, 1974 
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Mr. D. N. MacLecd, General Manager 
Canadian-Pacific Telecommunications 
Paris Du Canada (5th Floor) 
Montreal 3, Quebec, Canada 
(AIR MAIL) : 
Mr. H. J. Clarke, General Manager 
Canadian Nationél Telecommunications 
151 Front Street, West 
Toronto, Ontario, Canada (AIR (u.iL) 
Charles Miller, Esquire 
Covington & Burling 
888 - l6th Street, 
Washington, D. C. 20006 
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Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 


In the Matter of - 


International Record Carriers' Scope of 
Operations in the Continental United 
States, Including Possible Revisions to 
the Formula Prescribed under Section 222 
of the Communications Act. 


Docket No. 19660 
RM-690 
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To: The Commission 


REPLY COMMENTS OF RCA GLOBAL COMMUNICATIONS, INC. 
ee NS LNG 


On July 8, 1974 RCA Global Communications, Inc. (RCA 
Globcom) provided its comments on the question of whether the 
existing formula under which distribution of outbound inter- 
national.telegrams is made is unjust, unreasonable, and 
inequitable, or not in the public interest, and, if so, what 
changes in the formula should be made. We demonstrated in 
those comments that neither the carriers nor the Commission 
were able to cite any changes in the industry which would 
render invalid the Commission's decision in the Western Union 
Merger Proceeding, 10 F.C.C. 184 (1943) and thus the formula 
continues to be just, reasonable, equitable and in the public 
interest. In furtherance of our position, the following points 


were made: 


« In its 1943 decision, the Commission prescribed 
the formula after finding that its terms were 


just, reasonable, equitable and in the public 
interest. 


A carrier seeking a change in the formula must 
carry the burden of proving clearly and speci- 
fically how the present formula is unjust, 


unreasonable, and inequitable, or not in the 
public interest. 


« The need for change in the formula must be 
evaluated in terms of the public interest and 


not solely whether an individual carrier will 
benefit from the change. 


« A change in the formula that would encourage 
greatly increased sales expenses and capital 
costs of the carriers or arbitrarily redistri- 


bute existing traffic would not serve the public 
interest. 


If a change in the formula is found to be in the 
public interest, the accumulated overages and 
deficiencies must be recognized. 


The comments filed by ITT World Communications Inc. (ITT) 
and TRT Telecommunications Corporation (TRT), the only carriers 
opposing the existing formula on substantive grounds,* did not 
demonstrate in any specific way how the existing formula fails 


to meet the statutory standard contained in Section 222(e) of 


the Communications Act. Rather, it was apparent that no public 


interest would be served through the changes they proposed but 


instead only that revenues would be transferred to one carrier 


at the expense of another carrier. Therefore, it is only 


ee amaeneanean) ose 8 mam ens 


* While The Western Union Telegraph Company (Western Union) 
requested a change in the formula, its comments were actually 
directed at the very limited issue of the administration of 
the formula. This point will be addressed in our comments 
below. Comsat General Corporation also filed comments to the 
effect that the distribution of maritime service telegraph 
traffic requires consideration separate and apart from the 
instant proceeding. It requested the Commission to defer any 
consideration of the maritime situation until a future time. 


We agree with this approach and accordingly will not reply to 
Comsat General in this proceeding. 
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necesary to supplement our comments in the several limited 


areas discussed below. But we would initially like to dispel 


the statement by ITT that the Commission originally prescribed 


the formula with the intention that it would be revised in 
very short order. See ITT Comments, Statement of Position, 
and p. 28. Actually, the Commission merely said: 

We cannot undertake to determine now the desirability 

of an adjustment in the distribution formula which 

by its nature cannot take effect until a time when 

the entire world communications picture may be 

profoundly altered. If the provisions already 
* embodied in the formula for distribution of re- 
ms established traffic are not adequate to deal with 

the problem when it arises, we will review the 

matter in the light of all the facts, which are now 

unknown and will then be available. The end of the 

war may require a major revision of the formula 

which we have approved, and we do not desire to 

prejudge the issues which may then arise, by pre- 

mature action at this time. Western Union Merger 

Proceeding, 10 F.C.C. 184 (1963) at 196. 

¢ 

Thus the Commission only recognized that the formula might 
not be adequate at some future time in a future set of 
circumstances. This is significant since from 1943 to 1964 
there were no requests to the Commission for a change in the 
formula. Obviously during this twenty~year period the formula 
was operating in a satisfactory manner and was serving not only 
the private interests of ITT but also the public interest. It 
was only after twenty years that ITT first made its complaint 
that the formula prescribed in 1943 should be changed. If ITT 


found the formula satisfactory in the first twenty years, it 


should be able to state definitively the differences in 


circumstances that changed a formula which it did not oppose 
to one it now terms anachronistic and outmoded. Significantly, 
its comments do not address this point and the only conclusion 
left is that ITT has now decided that it can obtain more 
revenues through a change in the formula and that a change 
should be made for that reason. We submit that this type of 
Support for a change in the formula is totally inadequate and 
could not form the basis for finding the existing formula 


contrary to the public interest. 


IT. ITT And TRT Have Failed The Burden Of 
Proving The The Existing Formula Is 
Unjust, Unreasonable, And Inequitable, 
Ox Not In The Public Interest 
As already noted, the comments of ITT and TRT do not give 
any reasons why a change in the formula would be in the public 
interest. We submit that unless it can be shown that a change 
in the formula will have a real benefit to the public or, at 
least, that there be ground for reasonable expectation of such a 
benefit, then the carriers requesting a revision in the formula 
have failed tomeet the burden imposed by Section 222(e) of 


the Communications Act. 


A. The Service Rendered By RCA Globcom 
is Of The Highest Quality 


ITT might have tried to claim that the quality of service 
provided by one or all of the international carriers is deficient 


and that there is some causal connection with the formula as it 


international message telegram service is good. 
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exists today in an attempt to give substance to its claim 


that the formula is unreasonable. However, such a claim is 


impossible; ITT consistently recognizes that the quality of 


Thus it stated: 


That there have not been substantial degradations 
of service during the life of the formula must be 
attributed largely to the propensity of most 
Carriers to place a value on customer satisfaction 
and good will beyond the mere dollar and cents 
involved ..‘. « IPT Comments, wp. 11. 


and 


Fortunately, the international record carriers have 
not succumbed to the formula disincentives and the 
formula era has, by and large, been marked by 
healthy and often vigorous competition. ... 

{[T]lhis fact can be largely attributed to the over- 
riding disposition of most carriers to provide high 
quality service in the interest of favorable 
customer relations, particularly since many of those 
telegraph customers will also be customers for other 


services offered by a carrier. ITT Comments, p. 14. 
¢ 


TRT, on the other hand, states that the formula's operation 
acts as a disincentive since the advantaged carrier loses its 
incentive to improve service. This'’statement is completely with- 
out support. MTRT has offered no studies which would show that 


the quality of service of RCA Globcom is less than excellent. 


There is no assertion that RCA Globcom, or other carriers, have 


failed to introduce technologically advanced methods of handling 
international telegrams. The reason for the lack of hard facts 
in the TRT statement is because just the oppositive is true-- 
for example, RCA Globcom has consistently been a leader in 


improving the method of providing international telegram service 
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so that a quicker, more cost effective, and generally better 


quality service is provided to the customer. 


While a list 


of all improvements in the method of providing international 


telegram service would be too extensive to include here, 


the following are the major changes that have been made by 


RCA Globcom: 


¢- May i1964-- 


e July 1969-- 


* April 1970-- 


« June 1971-- 


> duly 1971-- 


The first fully automatic commercial computer 
telegram switching system (CTS) in the world 
became operational permitting the elimination 
of the manual torn-tape system of handling 
telegraph traffic in the New York City 
central telegraph office with a resulting 
improvement in the speed and quality of 
telegram service. 


An automatic retrieval computer (ARC) system 
enabled RCA Globcom to eliminate most of the 
delays involved with the processing of 
telegrams rejected by the CTS caused by, 
among other things, format irregularities, 
invalid destination codes, and unreccgnized 
registered addresses. It also provides for 
the automatic routing of addressed telegrams 


and generates data for examination and other 
purposes. 


A domestic automatic telegram system, an 
adjunct to the ARC computer system, became 
operational. It converts the format of 
Western Union originated telegrams ta the 
C.C.1.7.T. F. 31 international format. This 
system eliminates the delays of manual 
processing of over 6,000 Western Union tele- 


grams daily thereby providing quicker service 
to the customer. 


A computer clerical system served to speed 
the handling of telegrams by streamlining 

the clerical work connected with the examina- 
tion of telegram traffic. 


An adjunct to the ARC system automated the 
delivery of telegrams to RCA Globcom sub- 
scribers in the New York City gateway. 
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e April 1972-- The automatic dial-out computer system was 


extended to Washington, D.C. subscribers. 
« July 1972-- The San Francisco telegram system provided 
computer switching of certain telegrams to 
Pacific points previously manually handled 
by the SF gateway. 


« November 1972-- The New York CTO telephone room was modern- 
ized with the installation of an automatic 
call distributor telephone system. As a 
result, there was a considerable improvement 


in the acceptance and delivery of telegrams 
by telephone. 


+ September 1973-- The automatic dial-out feature of the auto- 


matic retrieval computer system was extended 
to San Francisco subscribers. 


e June 1974-- The automatic rerun and monitor computer 


system provided the CTS with an expanded 


capability for automatic reruns of telegram 
traffic. 


B. A Change In The Formula *3 Requested 
By ITT and TRT Would Not Allow A 
Reduction In Rates To The Public 


ITT or TRT theoretically might have tried to attack the 
formula by showing that a change in the formuia would allow rates. 
to the public to be reduced. Yet neither carrier made such an 
assertion since they both must realize that the rates are not 


above a reasonable level and that decreases would not be 


appropriate at this time. 


As with the quality of service, the international carriers 


have served the public interest, in this case through a number 


of significant rate decreases since the inception of the formula. 


For example, in 1943 the rate per full rate word for a telegram 


to Australia was 60 cents as compared with 28 cents today. 
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Similarly, the rate to South Africa was 50 cents and is now 228 cents. 
Many other areas also show such significant decreases. ‘And even 
those areas where the rates have gone up, the percentage must be 
deemed insignificant when viewed in the context of the many fold 
increase in the rates charged by Western Union domestically for 

a message telegram of equivalent length. Thus the history of 


telearam rates shows that the public has been served. 


As was stated in RCA Globcom's initial comments, the formula 


has been a positive factor in helping to restrain the cost push 
associated with the provision of international telegram service. 
By diminishing the incentive of the carriers to expend excessive 
amounts on solicitation of directly routed traffic and wasteful 
duplication cf existing facilities, the formula has successfully 


met the objectives of the Commission and thereby furthered the 


public interest. 


The ‘only manner in which ITT does address the rate question 


is to state that 


- « « Since ITT Worldcom can expect some increase 

in unrouted traffic when the competitive "penalties" 
from the existing formula are removed, it believes 
that it may be able to offset at least in part any 
need for revenues increases, which may occur if the 
Commission should award Western Union an increased 
division of charges for the landline haul of inter- 
national telegraph messages in the companion 


proceeding in this docket. ITT Comments, Appendix l, 
issue 4, p. 2. 


But all this means is that if ITT were able to divert a large 
amount of revenue from the other carriers, it would be able to 
offset some increases in the landlines division. Unstated, of 


course, is that the other carriers would be in a much worse 


x 
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position to absorb ee increase. The total effect would 
be to weaken the competing carriers and thus to defeat the 
very purpose for which ITT claims that the formula should be 
changed, i.e. to increase competition. 


II. The Formula Permits And Encourages 
Reasonable Competition 

In our comments, it was shown that the Commission recognized 
that the formula it was prescribing would limit certain undesirable 
consequences of competition. It did this, as noted above, so as 
to curtail excessive expenditures by carriers for solicitation 
of traffic and the duplication of existing facilities both of 
which have an adverse impact on the rates users pay. Far from 
using competition for competition's sake, the Commission presented 


a reasoned explanation of why certain consequences of competition 


should be restrained to benefit the public. 


As ITT's comments recognize, the formula gives the inter- 
national carriers some incentive to actively solicit traffic. ITT 
states that “[a]s a result of continuing competitive spirit, 
various carriers, - « attempted. . . to improve their relative 
market shares", ITT Comments, p. 16; that the alleged problem 
with overages and deficiencies lies "in traffic shifts resulting 
from competition between carriers", ITT Comments, p. 17; and that 
"({i)Jndeed, the continued growth of competition can, at least in 
part, be attributed to this very formula which was apparently 


designed to restrain competition." ITT Comments, Appendix l, 
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Issue 2, p. 7. All of these statements support the proposition 


that the formula does permit the competitive efforts of the 
carriers to be rewarded with increased revenues. The fact that 


there are some restraints, while not satisfactory to ITT in 


its pursuit of increased corporate revenues, has not and can not 


be shown to be adverse to the public interest. 


The attempt to attack the restraint intentionally encouraged 
by the Commission under the formula as being contrary to the 
alleged policy that competition is good per se or that the 
Commission has a general policy of always favoring competition* 
must fail. As we pointed out in our comments,the Supreme Court 
has stated that the existence of a regulatory structure under 
congressionally devised public interest standards mandates that 
the Commission can not equate competition with the public interest 


unless it’ could be shown to be beneficial. See Federal Communi- 


cations Commission v. RCA Communications, Inc., 346 U.S. 86 (1953). 
The Commission must, therefore, be careful to support its use 

of competition as a regulatory tool with findings that benefit, 
or at least the strong possibility of benefit, will accrue to the 
public. In the instant case, it has been shown in RCA Globcor.'s 
original comments and reinforced above that the only result from 


the change in the formula proposed by ITT will be to increase 


ITT's revenues which can hardly be automatically equated with 


* Seo ITT Comments, pp. 13, 25, and 37. 
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public benefit. 


IIl. The Effects Of A Change In The Formula 
Cannot Be Forecast Because There Are 


No Facts On The Exact Distribution 
Under The Formula 


In accordance with the Commission's Memorandum Opinion 


and Order, 43 F.C.C. 2d 1174, the parties were required to 


address the following question: 


The specific amendments which should be made to 
the formula to remove each such defect, the effect 
each such amendment will have on respondent, other 
international record carriers, and on the quality 


of service provided to and the rates charged the 
using public. (Emphasis added). 


5 


RCA Globcom stated in the initial comments that it was unable to 


respond ta the underlined portion of this issue because the 


¢ 


necessary data base was not in existence. We went on to note 


that the Commission had required that a special study utilizing 


statistical sampling procedures be done so that the needed informa- 


tion could be accumulated. This study has now been authorized 


by ail of the international record carriers and its completion is 


expected approximately in January, 1975. 


ITT, however, urges that there is no necessity for waiting 


until the completion of this study and that instead the Commission 


should proceed and revise the formula on the basis of existing 


information. Such a procedure would not only be illogical but 
) 


undoubtedly unlawful. The Commission cannot take action without 


first knowing the effect on the international record carriers and 
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this cannot be done without the factual foundation the Western 


Union study will develop. 


in our letter of March 11, 1974, RCA Globcom showed that 


the International Quota Bureau (IQB) did not have any information 


regarding the number of unrouted messages transferred by 

Western Union in those situations where a Single carrier receives 
all of the unrouted traffic. We further related that the IQB 

had acknowledged that the analysis it was preparing on the routed 
and unrouted to countries where porportional distribution is 

made apparently contained a considerable distortion. Ina 
further letter dated March 27, 1974 RCA Globcom demonstrated 

that it was not possible to make accurate estimates of the effect 
of changes in the formula in view of the inaccurate data now 


available as to the manner in which the actual distribution of 


unrouted traffic is being made. 


The Commission agreed with the position we expressed and 
in its Memorandum Opinion and Order of May 30, 1974 (FCC 74-565) 
stated that in framing the issues in the proceeding it "had 
assumed that an ample data base was readily available and that 


there would, therefore, be no problem in providing the requested 


information. Apparently we were in error." 


It should also be stressed that ITT did not respond to 
the issue quoted above other than to state that "(t]he effect 


which the proposed formula will have upon rates is difficult 
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to predict with precision at this junction and ITT Worldcon, 
of course, cannot speak for.any other carrier." ITT Comments, 
Appendix, Issue 4, p.2. As a result, the Commission can not 
make any findings nor reach any conclusions on the desirability 


of the changes in the formula requested by ITT or TRT except 


on a most arbitrary basis. 


This problem concerning the lack of data was also the 
major factor why RCA Globcom is still insisting on an oral, 
evidentiary hearing, as is required by Section 222(e) (3) of 

£3 the Communications Act, rather than a paper rulemaking one. 
While we have no doubt that an oral, evidentiary hearing could 
be insisted upon as a matter of right, especially in light 

of the Commission's statement concerning the absence of facts 
in this proceeding, the completion of the Western Union statis- 
tical study with the opportunity to file further comments after 


evaluating the study results, and before the Commission issues 


its decision, would almost, if not entirely, eliminate our 


concerns in this respect. 


IV. Administration Of The Formula Does Not 
Require It To Be Changed 
Western Union has commented that a change in the formula 
is necessary because it is becoming "increasingly incompatible 
‘with the requirements of the modern handling and processing of 
international telegrams." Western Union Comments, p.3. While the 


present method utilized by Western Union to make the distribution 
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may be; less than desirable, it is also probable that the 
distribution could be computerized in a way as to eliminate 

the need for-most, if not all, of the manual attention now 
required without altering the formula's fundamental basis. . RCA 


Globcom would be willing to share in the costs needed to explore 


computer programming for this task. 


However, it is clear that the revisions suggested by ITT 
would give Western Union the same administrative problems as 
the existing formula. Under each of their plans, the distribution 
of the unrouted traffic would have to be revised as the market 
share of each carrier changed. ince these changes could be 
expected to occur frequently, its proposals could actually 
necessitate Western Union changing the program more often than 


if the existing formula were maintained. 
¢ 


Western Union also complains that it has experienced 
difficulties in obtaining the agreement of the international 
record carriers on the amount of its costs and the equitab 
sharing thereof for its distribution services under the formula. 
The only disagreement we are aware of relates to the fact that 
Western Union has in the past sought to charge the international 
carriers for functions not involved in the distribution of 
unrouted traffic, i.e. costs which are supposed to be covered 
in the regular division of tolls. We do agree that the full 
costs of identifying which international carrier is to receive 


what unrouted traffic should be borne by the international 


» by, 
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CERTIFICATE OF SERVICE 
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I, Jean D. Makris, hereby certify that on this 16th day 


of August, 1974, I mailed a copy of the foregoing document by 


United States mail, postage prepaid, to the following: 


2) 
e 


Walter R. Hinchman 

John F. Copes, Esq. 

Federal Communications Commission 
Washington, D.C. 20554 


John H. Munroe 
International Quota Bureau 
26 Broadway 

New York, New York 10004 


John A. Ligon, Esq. 

ITT World Communications Inc. 

67 Broad Street 

New York, New York 10004 “ 


Roger P. Newell, Esq. 

Western Union International, Inc. 
One WUI Plaza 

New York, New York 10004 


David H. Lubetzky, Esq. : 
TRT Telecommunications Corporation 
1747 Pennsylvania Avenue, N.W. , 
Washington, D.C. 200066 


J. A. Berenger 

The French Telegraph Cable Company 
25 Broad Street 

New York, New York 10004 


Roderick A. Mette, Esq. 

The Western Union Telegraph Company 
1828 L ‘Street, N.W. 

Washingtou, D.C. 20036 
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record carriers and we will continue to pay our share of these 


costs as required under the formula. 


Conclusion 


In view of the foregoing and its initial comments filed 
on July 8, 1974, RCA Globcom requests that the Commission find 


that the formula continues to operate in the public interest. 


Respectfully submitted, 


RCA GLOBAL COMMUNICATIONS, INC. 
s/ Francis J. DeRosa 
: s/ Carl J. Cangelosi 
Its Attorneys 


2030 M Street, N. W. 
Washington, D.C. 20036 


August 16, 1974 
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H. J. Clarke 

Canadian National Raiiway Company 
151 Front Street, West 

Suite 532 


Toronto 1, Ontario Canada 


Lee M. Mitchell, Esq. 

Sidley and Austin 

1730 Pennsylvania Avenue, N.W. 
Washington, D.C.20006 


United States Liberia Radio Corporation 
1200 Firestone Parkway 
Akron, Ohio 44300 


William English, Esq. 
Comsat General Corporation 
950 L'Enfant Plaza, S.W. 
Wasnington, D.C. 20024 
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Before ‘the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D. C. 20554 


In the Matter of 


Docket No. 19660 


International Record Carriers' Scope RM-6390 


of Operations in the Continental United 
States, Including Possible Revisions to 
the Formula prescribed under Section 222 
of the Communications Act 


eee? Cane? See Me? Meet See Se? 


RESPONSE OF ITT WORLD COMMUNICATIONS INC, 


ITT World Communications Inc. (TF Worldcon) hereby responds 
to the comments filed on July 8, ae the above referenced matter 
respecting revision of the International Formula. Initial comments were 
filed by RCA Global Communications, Inc. (RCA Globcom), Western Union 
International, Inc. (WUi), TIRT Tel. ommunications, Inc. (IRT), Canadian 
Pacific Limited (CPL), Comsat General Corporation (Comsat General), 
Western Union Telegraph Co. (Western Union), and ITT Worldcom. ITT 
Worldcom, TRT, Western Union and Comsat General all urge that revision 
of the existing Formula is necessary. CPL sceks only to preserve its 


Australasia quota in any revision of the Formula. RCA Globcom and WUI, 


however, urge that nothing is basically wrong with this formula, whose 


1/ The comments of Canadian Pacific Limited were filed on January 23, 1974, 
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quotas, in 1974, are still keyed to 1943 market shares, and that no 


changes should be made. 


ITT Worldcom's responses to specific positions urged by other 


carriers here follows. 


i. The Commission properly found that an 
investigation of possible revisions to 
the International Formula was required 


RCA Globcom, possibly sensing the substantive bankruptcy of 
its position, argues at some length that the Commission has erred in its 
determination thet the ITT Wordoow Complaint and associated pleadings 
maxe a prima facie showing that the eeiatine Formula is unlawful. This 
RCA argument, though obscure és to actual direction or import, nee 
directed to the propriety and lawfulness of the Commission's action in 


2/ 


ordering that the Formula be investigated. The proposition is cited by 


RCA that the Commission's 1943 order prescribing the Formula would be 
entitled to a presumption of validity by a court in which the order had been 
questioned. From this, it infers that the Commission, itself, may not 


question the continuing lawfulness of the Formula nor review its 1943 order 


prescribing the Formula absent this Formula having been “conclusively 


2/ As a procedural matter, ths RCA argument would seem nothing more than 
a very late filed petition for reconsideration. ITT Worldcom will not 
however, pursue this procedural flaw since, as will be shown, the RCA: 
argument is also without substantive merit. 
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shown to be contrary to the public interest". Moreover RCA suggests 
that the sole basis for the Commission's determination to review the 
Formula was the length of the period (thirty years) that the Formula has 
remained unchanged, a criterion which RCA urges is not a valid measure 
of the public interest. 

The Commission clearly has descretion to exercise its investi- 
gatory authority greater than that urged by RCA, a point hardly worthy of 
serious argument. The whole weight of the Commission's history and the 
precedents established thereunder suggest a very broad ESS § More=- 
over, the logical extension of the RCA argument would require that the Com- 
mission possess the very information which an investigation was under- 


taken to produce, before it could order that such an investigation be con- 


ducted. The resultant total paralysis of the administrative process is 
e 


obvious. 

| Equally erroneous is the RCA position that.the Commission's 
determination to order this investigation was predicated solely on the age 
of the Formula. Whi: the Commission itself knows best the full basis 
for its determination, it is clear that the record before the Commission at 


the time showed many more specific ills besetting the Formula than simply 


3/ See, for example, FCC v. Pottsville Broadcasting Co.,309 U.S, 134 (1940) 
and U.S. v. Southwestern Cable Co., 392 U.S. 157 (1968). 
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gid age. That second showed that the distribution of unrouted traffic 
pursuant to this Formula produced serious inequities among competing 
carriers; that such inequities had been continuing fora number of years; 
and that the inequities would get worse if the Formula were not soon 
revised. 

Even if the RCA position were found to have s: medt to the 
extent that it urced that the order of investigation should not operate to 
shift the burden of .roof, this argument and the issue were mooted by the 
July 8 comments of carriers urging revision of the Formula . Those 
comments are replete with conceptual description, and factual example, 
which show clearly that the existing Formula is unjust, unreasonable, in- 
equitable and not in the public tniarest: Since the Commission has shoes 


comments before it, no useful purpose would be served by reiteration. 
¢ 


i. The present Formula is not in the public 
interest; it must be revised 


enh A CS 


In their efforts to preserve the status quo, both RCA and WUI 
argue that the Commission must affirmatively find that the existing 
Formula is not in the public interest before it can prescribe any re- 
vision to the Formula . RCA then argues that the ITT Worldcom Complaint 


focused largely on problems with,and suggested revisions of, the Formula 
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which reflected a self interest perspective rather than that of the 

public interest. WUI argues that positive harm to the public interest 
must be shown before a new Formula may be prescribed. In arguing 
that no such harm exists, WUI urges that the Formula operation has 


been and continues to be "successful", with traffic being smoothly 


and efficiently transmitted by Western Union. Thus, it argues, 


the 
a 
public interest is clearly served. 
Both RCA and WUI attempt to mold thn public interest to suit their 
own private interests. RCA's arguments that ITT Worldcom's self interest 
is not an appropriate measure of the public interest enunerds iaqnores 
the corrollary prepenteian that RCA's interest in preserving the status quo 
is equally inappropriate to define the public interest. Similarly the WUI 
positica that the Formula has worked "successfully" and thus operates 
a in the public interest requires an extraordinarily narrow scope for the 
public interest, In WUI's view the Formula is "successful" because it 
FN mechanically works - all international messages delivered to Western Union 


are transferred to an IRC for foreign transmission, Such a mechanistic 
definition of Success would make equally successful a purely random 

selection by Western Union of the IRC to whom an unrouted message is 
transferred, or for that matter, the transferral of all unrou ted messages 


to a single IRC, assuming capability of the IRC to handle the volume, 
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Such a criteria for judging a given Formula hardly comports with the 
statutory mandate that the formula be just, reasonable, equitable and | 
in the public interest. 

Moreover, while the burden of proving unlawfulness of the 
existing Formula may lie initially with the carrier or carriers seeking 
revision of the Formula, this burden certainly has been met by the 
abundant documentation as to the unlawfulness of this Formula presented 
by the ITT Worldcom Complaint and associated pleadings and the initial 
comments of the numerous parties suD50: cine revision of the Formula. 
S>7wn beyond dispute is that this Formula effects severe inequities in the 
Gistribution of unrouted traffic @mong comseting carriers, inequities which 
derive solely from the original goal of preserving 1942 market shares, a 
goal, itself, inconsistent with the public interest in 1974. Concomitantly 
that Formula necessarily reduces tg some degree a carrier's motivation to 
provide its customers with the best possible product at the lowest reasonable 
charge. In addition this Formula operates to frustrate, at least to some 
extent, the Commission's policies and determinations that the public should 
receive the benefits of healthy competition between the international record 
carriers. Clearly this formula cannot be found to be consistent with the 
public interest, especially given the broad perspective the Commission has 


consistently used to measure the public Interest. 
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Finally, both RCA and WUI appear to take the position that 
the Formula can only be found unlawful upon a showing that it is not 
in the public interest, notwithstanding a clear showing that it is un- 
just, unreasonable and inequitable . While the point is largely academic 
since the existing Formula is quite clearly not in the public interest, 
this position confuses the standard required by Section 222 of the Act 
for approving or prescribing a new or revised Formula and that for deter- 
mining cotautalaees of an existing Formula, and needs to be refuted. 
In Getermining pursuant to Section 222, whether a proposed Formula will 
be lawful, the Commission must find thet the Formula is just, reasonable, 
equitable and in the public interest. 


Formula the Comiission is required to find such Formula to be unlawful 


However, when reviewing an existing 


and prescribe a new and lawful Formula. if the existing Formula fails 
to meet’any of the standards for lawfulness -- i.e. if the existing Formula 
is unjusf or Wnreasonable or inequitablé or nat in the public interest it 


is unlawful and must be revised. 


Even if the Commissicn were unable to find that the existing 
Formula was per se not in the public interest, there remains a clear basis 
for it to find that the distribution of traffic caused by the Formula is un- 
just and inequitable.’ Thus the Commission has been correct in its 


determination that the Formula should be investigated; and in the end 


the Commission must prescribe a revised Formula which will be just, 
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reasonable, equitable and in the public interest. The formula re- 


visions heretofore suggested by ITT Worldcom would satisfy those 


standards, 


ii. Alleged investment in physica} ¢iant premised 
on expectations of unc hanging formula traffic 


is not a public interest criterion 


RCA and WUI each offer the position that the existing Formula 
should not be changed because it would cause underutilization of 
physical plant for a carrier losing unrouted traffic, idled capacity 
whish each claims onc installed upon the expectation that the Formula 
distribution would remain unchangeed incefinitely. This position is 
untenable both from the eiatitncihe of the public interest and the specious 
basis which it finds in fact. 

The ITT Worldcom complaint against the Formula has been a matter 
of public record for almost ten years. Given the flaws in the Formula 
which are apparent even on its face, its early revision should 
reasonably have been foreseen. af Thus it would have been highly 


imprudent for any carrier management to scale its investment in 


4/ By letter dated February 4, 1966, the Chief of the Common Carrier Bureau 
advised ITT Worldcom that action on the Complaint, which had been anti- 
cipated by that point, had been delayed due to other urgent matters, but 
that such action would be taken “at the earliest practicable date. 
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nhevaical olant te ifirant Abra: Wea exnectations that 
unrouted traffic distribution would not be revised. This degree of 
fiscal imprudence, if in fact it occurred, cannot be excused merely 
by urging that the public interest favors the avoidance of excess 
capacity in the industry. The Commission has never. Gcaacues the 


public interest as requiring it to shape its policies so as to salvage 


; the profits of an imprudent management. 

D On a more practical level, the positions taken by RCA and WUI 
are simply contrary to the realities of the plant necessary to the distri- 
bution of internation2l telegraph messages. The physical plant under 
consideration is comprised largely of switching facilities and the outgoing 
lines to various foreign destinations. In the switching facility, which is 
usually'a computer, a very large proportion of the total equipment conuired 

o is largely independent of the volume to be switched, within fairly wide 

~ limits. The computer logic, its programming and much of its memory are 
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generally established at somewhat irreducible minimums which can handle 
a rather large range of instantaneous volumes. The incremental portion of 
unrouted traffic for any given carrier which might be shifted to another 
carrier upon revision of the Formula could not, realistically, have been 
significant in influencing that carriers total investment in switching 


facilities. The non-relevance of this incremental unrouted traffic to 
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plant investment is even more apparent with respect to the outgoing 
circuits. As the Commission can easily determine from its own records 
(input data to the Commission's consolidated industry circuit status 
report for IRCs), there exist only limited instances where a 
carrier requires more than one 50 baud channel per country for telegraph 
message traffic. This irreducible minimum single channel will be re- 
quired whether message volume is one or one thousand. Thus the in- 
cremental volume created by unrouted traffic should have no significant 
effect on plant investment as respects ou.going channels. 

RCA has also argued that the intentioned telegraph message 


mérket is declining and that thersfsre the Commission's policies supporting 


competition are not relevant to the instant inquiry. This argument is not 
relevant to the issue of whether the Formula should be revised even if 

the premise is true. Although in that connection the statistics cited by 
RCA to show that the market is declining could equally well be interpreted 
to show that the market, except for a brief spurt in the late sixties, has 
remained fairly constant. What RCA is basically arguing is that the 
Commission should not authorize any new competition in the international 
telegraph market, which begs the question before the Commission. Com-— 


petition in the international telegraph message market has long been 


authorized by the Commission and presumably nothing in this proceeding 
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_will change this fact. The question at issue is whether all competitors 


will get an equal opportunity to compete rather than, as today, sone 
heing hampered, others advantaged, by a4 clearly artificial restraint 
aimed at preserving market shares from an era 30 years remote in time 
and light years away in communications technology, services, and 
requirements. ITT Worldcom submits that Section 222 of the Act prohibits 
such an arbitrary and inequitable distribution of traffic and requires. a 
-ormula which basically treats all competitors on an equal basis. 
IV. The existing overages and deficiencies 

must be eliminated 

RCA @rgues that the Commission is !ecally bound to provide fa 
compensation to RCA for the accumulated deficiencies associated with 
its position in the Formula; RCA also urges that it is equitably entitled 
to such compensation because of its good faith compliance with the 
Formula. This position was anticipated and largely answered in ITT 
Worldcom's initial comments, and those arguments will not be here - 
repeated. The RCA position that the Commission is legally bound to 
provide it compensation for accumulated deficiencies is premised on 


the prescription of the Formula by the Commission. Aside from the 


conceptual fallacies in this position addressed in the initial comments, 
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the argument also rests on the highly dubious proposition that the 
Commission's order prescribing the 1943 Formula operated as a warranty 
that each carrier would always receive exactly the proportion of the traffic 
which would be calculated pursuant to the Formula. Obviously this was 
not the Commission's intent or purpose; rather the Commission approved 
in principle an effort to distribute traffic, over the near short-term, so that 
the then existing market shares would be maintained. Since the Formula 
required that all specific routings of traffic be honored, the Commission 
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must nave foreseen the possibility that routed traffic handled by a carrier 
misht exceed such carrier's quoia ior all traffic. It is inconceivable there- 
fore that the Commission orescrited 2 Formula with a propensity for being 
unbalanced, with no effective machinsry for redressing caealenece. if it 
intended,to create compensable balances and rigid market sharing arrange— 
ments among the interested carriers. 

Equally intenable is RCA'sclaim of an equitable right to be com- 
pensated for the accumulated deficiencies because of its good faith com- 
pliance with the Formula. The Formula is directed to Western Union and 
it therefore is the only carrier from which an affirmative "compliance" is 
required. That RCA has provided required data on its own traffic to the 


International Quota Bureau, paid its share of the Bureau's costs and generally 


accepted the Formula distribution without complaint during a period when 


ove 
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RCA was reaping substantial benefits under the Formula, simply shows 
that the carrier acts in its own obvious self interest, 

Moreover, as an equitable matter, RCA has not been deprived 
by the Formula of any traffic which it has rightfully earned; instead it 
simply found itself unable to maintain ina competitive marketplace the 
large share of traffic it had enjoyed in 1942, even with a strong bias from 
the formula which shifted large numberof unrouted messages to it for re- 
placement of lost routed traffic. 
Vv. Preservation, in a revised Formula, of artificial 

provisions for the distribution of Australasia 

traffic would be contrary to :ne public interest 

CPL has urged that any revision of the Formula must preserve its 
existing quota of unrouted traffic to Austraiasia, which it claims to be the 
subject of a contract between itself and Western Union. For the same 
reasons earlier neue for eliminating Schedule B from the revised Formula, 
ITT Worldcom respectfully suggests that arbitrary traffic sharing or routing 
provisions based simply on 1943 traffic distributions have no place in a 1974 
Formule and should be eliminated. And, as with Schedule B, the distribution 
of traffic to CPL for thirty years, pursuant to its agreement with Western 
Unio. has to be considered good and sufficient consideration in satisfaction 


of whatever obligation prompted the initial agreement. Moreover, even if 


still contracturally valid, the agreement between Western Union and CPL 
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cannot override the statutory obligation of the Commission to eliminate 


the striking inequities of the existing Formula. 


VI. Only routings via authorized direct circuits 
should be used in determining proportionate 
unrouted traffic in a revised formula 


In comments which largely parallel the position of ITT Worldcom, 
TRT urges that unrouted traffic be distributed in proportion to routed traffic, 
but would include in its allocation base, traffic via authorized direct circuits 
and via indirect routings. ITT Worldcom believes that inclusion of traffic 
via indirect routings in the allocation bése would be unwise and has pre- 
vicusly urged the Commission to use only traffic via authorized direct circuits 


in the Formula base. This position is 58sec upon the following considerations. 


To distribute unrouted traffic in proporiion to indirect routings would tend to 
ee oaaeea and frustrate Commission determination as to the degree of 
competition among IRCs which is reasonable and in the public interest; 
it wculd deprive a carrier of traffic to points which the Commission had 
authorized it to directly serve, while at the same time rewarding, with 
unrouted traffic, another carrier which the Commission had not certified for 


service directly to such point. 
vw 


lower proportion of the message toll for the Us: 


Indirect service necessarily results ina 


carrier than via direct 


service because of the toll share which must be paid to the indirect carriers’ 
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intermediate correspondent. Thus, requiring that unrouted messages 


be sent via an indirect service would produce, by FCC fiat, an un- 


necessary impact upon-the U.S. balance of payments. This impact would 


be compounded by return messages received, at least in some cases, via 
the same indirect routings. Finally, as the Commission has previously 


recognized, the using public receives better service via the direct circults, 


The chance for outage or message error is reduced; faster service is also 


likely due to the elimination of handling and potential congestion at the 


5/ 


intermediate switching point. 


In its comments, TRT also urges that gateway traffic be excluded 


% 


trom the traffic base for the revised Formzul=. The context of its comments 


s 


up by the IRC's in the gateway, not Western Union transfers which were 
« 

filed in the gateways. The latter position is consistent with the position 

suggested by ITT Worldcom. Accordingly, ITT Worldcom will reserve 


comment on this aspect of the TRT proposal in the hope that TRT will 
clarify the ool in its responsive comments. 
VII. Revision of the Maritime Formula is 

also required by the public interest 

Comsat eee has suggested that the Maritime Formula, which 
is an appendix to the International Formula, has also been rendered 


obsolete by changing events, particularly maritime communications via 


5/ See, for example, ITT World Communications Inc. service to Korea 


Memo- 
randum Opinion, Order, Authorization and Certificate, File No. t-C-2038-4, 
released August’ 5, [974. 
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satellite, and must be revised. ITT Worldcom is in basic agreement 


with the Comsat General position that a revision of the Maritime Formula 


is required. Indeed, most of the comments directed to the obsolete, 
inequitable and anachronistic nature of the International Formula are 


equally applicable to the Maritime Formula. 


ITT Worldcom takes strong exception, however, to the Comsat 
General suggestion that a revised Maritime Formula should base unrouted 


traffic distribution in part on the relative capacity which each carrier 


has available in the market. A more irrelevant and arbitrary distribution 


criteria can hardly be imagined. This aérsumeant, which exactly parallels 
that of RCA and WUI in connection with the chysical plant used for inter- 
s 


nétional telegraph message traffic, assumes that the unrouted traffic pool 
is to be used to subsidize a carrier which, for whatever reason, has ac- 

' 
quired capacity in excess of that reasonably required to serve the market, 
The public interest does not embrace such a concept. As long as a carrier 
has sufficient capacity to accept offered traffic, the matter of available 
capacity should have no bearing on the distribution of unrouted traffic in 
any distribution Formula. 

While ITT Worldcom agrces with Comsat Gencral that a decisional 
mechanisin must be provided in the Maritime Torimula to separate unrouted 


traffic to be sent via satellite or via the hf/inf systeins, this 1s a matter of 


primary concern for Western Union, ‘Therefore ITT Worldcoin will reserve 
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comment in anticipation of Western Union's position being made 


known in its responsive comments, 


VIII. Administrative simplification of the Formula as 
urged by Western Union is’ a desirable goa) but 


specific approaches may be unattainable or 
undesirable 


In its comments Western Union has urged that the Formula be 
revised and simplified. In offering detailed suggestions Western Union 
heads its list with the proposal that all cablegrams be required to be 
routed by the sender, As ITT Worldcom hes previously stated in response 
to this suggestion, it sresents @ gos! ta’s2 sought, but does not appear 
oresently workable. If Western Urisn wishes to pursue this approach it 
should offer specific methodology for ims!smenting it, including means 
for assuring that routing selection by customers would be made on a basis 

‘ 
which is fair to all carriers; for example, the basis should be such as to 
avoid the possibility of the customers routing being influenced by the name 


similarity between WUI and Western Union, 


If it is to continue making the unrouted distribution itself, Western 
Union secks a simplification of the procedures, perhaps by setting up ex- 
clusive countries for each carrier. ITL Worldcom agrees in principle with a 
simplification of procedures, but strongly opposes the idea ofsctting up 
exclusive countries. This approach contains the same flaws as pointed out 


by ITT Worldcom in its initial comments with respect to a Formula based on 


worldwide traffic as opposed to individual countries, and the arguments 


P 
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raised there are equally applicable here. 


CONCLUSION 


ITT Worldcom has shown beyond dispute that the existing 
International Formula is unjust, unreasonable, inequitable and not 


in the public interest. It must be revised. ITT Worldcom urges that 
the Formula be revised so as to distribute unrouted traffic in proportion 


to routed traffic via a€uthorized direct circuits. Such a Formula will be 


just, reasonable, equitable and in the sublic interest. 


Respectfully submitted, 


iTt World Communications Inc, 


St me 
Ny asa LM EGR 


Howard A. White 


/ L i... 


' John A, Ligon 


Its Attorneys 
67 Broad Street 
New York, New York 10004 


Of Counsel: 


John F. Gibbons, Esq. 


Dated: August 16, 1974 
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REPLY OF WESTERN UNION INTERNATIONAL 


, INC. 


Pursuant to the Commission's Memorandum, Opinion 
and Order released June 10, 1974, Western Union International, 
Inc. (WUI) hereby submits its reply to the comments of 
ITT World Communications Inc. (ITT), RCA Global Communications, 
Inc. (RCA), TRT Telecommunications Corporation (TRT) and The 
Western Union Telegraph Company (WUTelCo). 

The Formula Well Serves Its Purnose 

In considering any proposal to change the international 
formula, one cardinal fact must be kept in mind and that is that 
the formula works, and has worked satisfactorily for many 
decades. It is well understood by those who administer it, 
and by those who are entitled to its benefits. It has withstood 
the test of time, and by surviving for thirty years, without 
significant change to its basic structure, has proved to have 
been soundly constructed. It is noteworthy at over the 
entire span of its existence, no complaint or objection has 


ever been lodged ayainst the formula by any wember of the 
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public. In fact, the only objections ever heard come from 
carriers who clearly believe that they stand to gain traffic 
from a change in formula. Although their objections are 
couched in terms of the public interest, none of the pleadings 
filed in this proceeding have given any valid reason why the 
current operation of the formula is inimical to the public 
interest. 

Consequently, the question that is before the 
Commission in this proceeding is solely concerned with how the 
unrouted message pie shall be sliced; not whether or not the 
public will benefit from a change in the formula. Whatever 
the Commission decides, service to the public will not be 


improved in the least. In fact, an abrupt change in the pattern 


of distribution of unrouted traffic may well impair service 
to the public, i: aS a result some carriers receive more 
traffic than they are set up to handle and other carriers 
have capacity which becomes idle. 

An additional factor to keep in focus is that the 
Commission is required by Section 222(e)(3) of the 
Communications Act of 1934, as amended, to make a positive 
finding that the current formula "is or will be unjust, un- 
reasonable, or inequitable, or not in the public interest". 


Consequently it is necessary for any proponent of a change to 


show by clear and convincing proof that the current operation 
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of the formula is not in the public interest. As will be 


shown hereinafter, this has not been done. 


During its existence, the formula, and the organizations 
set up to administer it, the International Formula Committee 
and its operating arm the International Quota Bureau, have 
efficiently and effectively provided a mechanism to 
distribute unrouted traffic. s a result, the carriers 
involved are thoroughly familiar with the system. The procedures 
are well adapted and honed through long use to be efficient. 
As a result of their long experience with the formula, each of 
the carriers receiving traffic have been able to adapt their 
plant and equipment to provide the most cost-effective 
configuration to handle the amount of traffic expected to 


be received. 


One of the principal arguments by the proponents of 
change tn the formula consist in the mere assertion that 
the passage of thirty years somehow renders the formula ipso 
facto, contrary to the public interest. This argument appears 
to assume that after prescribing the formula in 1943, the 
Commission thereafter completely ignored the formula. This 
is far from the case. The Commission has had it under 
consideration on several occasions, when it had opportunity 


to make revisions in the formula. When necessary, the FCC 


has in fact made any changes deemed necessary to conform to 
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current conditions, without changing the essential nature of 
the formula.* The princizal case arose in connection 

with the divestment of Western Union Cables. The formula was 
examined in detail, and many substantial changes were made to 
accomodate the fact that Western Union Cables was about to 
become an independent common carrier. Despite the fact that 
these changes occupied a great deal of the Commission's time 
and attention, and despite the passage of some 17 years since 
the adoption of the formula, the Commission then found né 
reason why the basic concept of the formula was detrimental 

to the public interest, and did not order any fundamental changes. 
Had there been any basic flaws in the concept and operation 

of the formula, they would have been as apparent after 17 years 


of operation as after 30 years. 


No Change is Warranted Unless Required 
by the Public Interest 


Certainly there are good reasons for retaining the 
formula as is, in the absence of a strong showing of harm to 
the public interest. The international record communications 
industry functions best when there is reasonable stability in 


the conditions under which it operates. Changes in the 


* See, e.g., RCA Communications, Inc., 19 FCC 1070 (1955); 
The Western Union Telegraph Co., 25 FCC 532 (1958); RCA 
Communications, Inc., 29 FCC 485 (1960); The Western Union 
Telegraph Co., 30 FCC 323 and 951 (1961); The Western Union 

Telegraph Co., 2 "CC 2d 7 (1965). 
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formula, which controls the distribution of approximately 
four million messages, should not be made lightly. The 
plans and arrangements of the carriers, based upon the 
current distribution method, would be disrupted with 
consequent inefficiencies and wastage. 

The positive achievements of the formula strongly 
militate against any change without a compelling showing 
of need. The formula must be credited with preventing the 


waste of resources in fruitless sales solicitation efforts, 


and duplication of facilities which bring no public benefit. 


It has also permitted a reasonable allocation of unrouted messages 


without constant int---carrier disputes or favoritism. It 


must also be credited with achieving one of its principal 
aims in 1943; that of assuring the continued viability of the 
public message services of the international carriers. 

Partly as a result of the operation of the formula, the 
international record carriers have succeeded in maintaining 
the same price level (except for a one cent pass-through of 
an increase in landline haul costs) since 1958, in the face 
of sharply rising costs and escalating domestic public 
message prices. At the same time, the formula has fostered 
keen conpetition. between the international record carriers 
in quality of service, as evidenced by the fact that 

all carriers have conducted extensive modernization and 


computerization of their facilities. 
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The Formula Has Not Been Shown to be 


Unjust, Unreasonable, Inequitable or Not 
in the Public interest 


I. Age Alone Does Not Invalidate the 
Formula 


It is argued since the formula is now thirty-one 
years old, it is automatically inequitable and hence invalid. 
This is of course nonsense. There are rules and regulations 
of the Commission which are older than the formula - does this 
mean they are also to be considered invalid? Mere repeated 
recitation of the date that the formula was prescribed does 
not provide a valid basis for disrupting the industry with 
large scale changes of the formula, and does not provide the 
positive showing of harm necessary before any change can be 
implemented. As shown above, the Commission has repeatedly 
declined to avail itself of opportunities to revise it. 

| II. The Formula Does Not Diminish 
Incentives to Provide Better 
Service 

One of the chief arguments made by proponents of 
changes in the formula is that its operation provides 
"disincentives" to providing better service.* This argument 


is based upon one aspect of the formula, whereby the routed 


* Significantly, no allegation has been made that the formula 


provides an incentive to poorer service. 
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traffic is counted together with the unrouted traffic towards 
fulfilling a carrier's quota. Thus it is argued that in 
Specific subareas, an increase in routed and self-originated 
traffle will lead to a corresponding offset in unrouted 
earfie, This, it an dala, iseee 45 4 "disincentive" to 
better service since an increase in routed traffic will not 
lead to an increase in total traftic. 

This argument reveals a misconception of the nature 
of the record message industry. The international public 
message service is today highly computerized. By the very 
nature of computer operations, it is absolutely necessary 
for beers ceeeice to treat all messages handled by it in. 
as nearly uniform manner as possible. Thus as a practical 
matter it is impossible to provide a better grade of service 
for messages to one destination than messages to another 
destination. Each carrier is dependent on its overall 
grade of service to maintain or increase its share of tke 
market, and cannot discriminate amongst destinations. Even 
if this "disincentive" were to exist for particular areas, 
for particular carriers, each carrier obtains most of its 
traffic from routed and Pickup traffic, and areas for which 
this "disincentive" does not exist. Thus no carrier can 
afford to let its service decline in any area. 

The existence of substantial "overages" in numerous 


areas is proof that no "disincentive" exists. Where a carrier 
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has fulfilled its entire quota through routed and self-originated 
traffic, each additional message that it picks up through 
increased solicitation or improved service results in a net 
gain to that carrier. It is only in the severely limited 

number of cases where a carrier has not fulfilled its quota 
tures routed traffic that this "balancing" provision of 

the formula applies. Every carrier has areas where the 

balancing provision does not apply; and consequently every 
carrier has strong incentives to increase its grade of 

 pabevade as much as possible, so as to foster a net increase 

in traffic. ITT admits that "there have not been substantial 

degradations of service during the life of this formula" 

(ITT Comments, page 11). Indeed the entire history of 

the international record carrier industry reveals 

continuing efforts by all carriers to improve their service, 

and the present highly developed, computerized operation 

is evidence that the formula has not in any way limited the 
inducement to provide the best possible service t~- the »ublic. 


Iii. The Formula Does Not Opei.i-: To 
Maintain Market Shares 


The formula has been accused of being a market-sharing 
device, since it allocates traffic on the basis of the ratios 
of traffic handled in the base year. However, the formula 


itself was designed so as to prevent its being a device to 


freeze market shares. 


oe ae 


It was specifically provided in the formula that all 
routing by customers Should be honored. Every carrier has 
the right to solicit as much traffic as it wants in the 
form of routed and self-originated traffic. The formula 
States that “in distributing unrouted trafic, the Merged 


Company shall preserve for each carrier and for each category, 
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so far as practicable, the relative distribution...which prevailed 


during the base period". The framers of the formula 
therefore foresaw, and specifically made provision for: 
changes in market shares which will be caused by carriers 
exceeding their quota by routed and self-originated traffic. 
Indeed the formula specifically provides that "the right to 
receive a quota under this formula shall not purport in any 
manner whatsoever to limit or to restrict a carrier's scope 
of future operations". 

Thus all carriers have been free at all times to 
increase their traffic and to develop new market areas. 
TRT in particular has been energetic in finding new areas 
for its expansion. ITT has admitted that the operation of 
the international formula has not been an effective device 
for 


maintenance of market shares since each carrier "could 


exceed its base period traffic level with only routed traffic" 


(ITT Comments page 9). 
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IV. Overages and Deficiencies Do Not 


Warrant Change in the Fouuula 

Proponents of change in the formula have urged that 
the existence of "overages" and "deficiencies" is in itself 
a sign that the formula is inequitable and thus needs change. 
It should be realized however that these “overages” and 
"deficiencies" do not represent real dollars owed by one 
‘carrier to another. Rather, they constitute a mere book- 
keeping device useful solely in the context of decisions 
relating to allocation of traffic destined to particular 
subareas. They are of value solely to IQB personnel in 
their efforts to insure distribution of unrouted traffic 
in accordance with quotas, "so far as practicable". 

In some subareas, the routed or self-oriyinated traffic 
handled by certain carriers have consistently been greater 
than the quota allotment of such carriers, thus leading to 
mounting totals of "overages". This fact however does not 
justify any change in the quota. All that means is that: tne 
formula's provision respecting market quotas has proved t9 
be of less quantitative significance than the equally valid 
provision of the formyla that specific routings by the 
customer should be honored. The cumulative overages and 
deficiencies mepely indicate the extent to which it has proved 
not to be "practicable" to provide the precise market share 
originally designed. There is no violation of the formula 


in this. Neither the public nor any carrier is harmed by the 
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fact that in some areas the cumulative overages and 


deficiencies keep increasing. They are merely a tallying 


mechanism of no more monetary significance than Monopoly 
money. Certainly the fact that growing numbers appear 

on the ledgers of the IQB should not be of concern to the 
Commission or the public, since the increasing size of these 


numbers has. no practical effect. 


WUI Does Not Have an Unfair Competitive 
Advantage in Gateway Cities 


Both ITT and TRT urge that the fact that the formula 
provides for the designation of ce:cain Western Union Telegraph 
Company offices in the gateway as WUL offices, for the purpose 
of administering the formula, somehow gives WUIL an unfair 
advantage. TRT urges that this designation 44 a “gitte", 
since WUTe1Co operates and maintains these offices. These 
designated offices do not constitute any advantage to WUI. 
Both RCA and ITT have far more offices in the main gateway 
city than WUI. There are only three offices of Western Union 
in New York City which are designated as offices of WUI for 
purposes of the formula. In contrast, RCA maintains 14 
offices and ITT maintains 10 offices in New York City.* 

WUI is prevented by its agreement with Western Union, 
pursuant to the formula under which it receives the "benefit" 


i —————— 


* In Washington and San Francisco, RCA and ITT each have 


one office, and one WUTelCo office is designated as a 
WUI office. 
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of these offices, from opening its own public offices. 
Furthermore, WUI receives no gift. For each of the messages 
received by Western Union at the "designated offices", and 
subsequently transferred to WUI, WUI is required to pay 

the full landline haul charges to Western Union. Neither 
ITT nor RCA pay these charges for messages that are filed 

in their offices. It is noteworthy that neither ITT nor 
TRT suggest that all IRC offices in gateway cities be closed 
in conjunction with its suggestion that WUI be deprived 

of the designation of Western Union offices. Such a 
proposal would have the benefit of eliminating duplicate 


facilities and increasing Western Union's landline haul 


revenue. : 


The Proposed Revisions Have Not 
Been Shown to Confer Public 
; Benefits. 


By their ardent advocacy of revisions to the 
international formula, TRT and ITT have demonstrated 
that each considers that it would gain traffic by the 
proposed changes. Significantly lacking, however, is any 
Showing whatsoever that the public would be benefitted. 
No improvement in service to the public whatsoever would ’ 
result. No operating improvements will be made; no message 


will be transmitted faster; and there will be no reduction 


in charges. Despite the surface simplicity of the proposal, 


> 
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in practice the proposed formula would be far more 
comple . For example, there are many nations through- 
out the world to which no carrier has a direct circult, 
These are all low volume areas; but provision would 
somehow have to be made in the formula for these 
destinations, leading to added complexity. 

The proposed use of customer routings to 
govern distribution of unrouted traffic would inevitably 
lead to preferred treatment for large-volume business customers 
to the detriment of small users. A strong incentive 
would be created fer carriers to intensively solicit 
the large users for routed traffic, since these messages 
would cause additional outbound unrouted traffic to be 
received; which in turn would generate increased volumes 
of tsnoutd traffic through the proportionate return 
mechanism. The multiplyer effect thus created would 

lead to distortion in normal business activities. it 
would become essential for each carrier to concentrate 
attention on the area where it is easiest to obtain the 
multiplyer effect - the large business traffic - and to 
let the small user's traffic slide. 

The substitution of the ITT/TRT proposal would 


undoubtedly cause a change in the traffic flows; but 
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there is no way of knowing at the present just how these 

flows would be altered. Thus it cannot be ascertained how 
each carrier will be affected. Conceivably, if a change 

in the formula affects the utilization ratio of the plant 

of one or more carriers sufficiently, the increased cost 

may lead to a request for increased tariff charges. Certainly 
the Commission should not gamble on the unknown effect of this 
proposal in the absence of a stronger showing of a public need. 

Conclusion 

In deciding whether or not to discard a mechanism 
that has proved its value over the years, the Commission must 
consider the following facts: the present formula serves the 
public and the carriers well; no detriment to the public 
has been shown; no advantage to the public of the proposal 
has been demonstrated; and the effect on the carriers of the 
proposed formula is totally unknown. 

‘The international formula has been with us fer a long 
time. All carriers are thoroughly familiar with this and have 
adapted their operations to it. In the absence of any 
compelling argument that the formula has become unjust, in- 
equitable or not in the public interest, no changes should be made. 

Respectfully submitted, 
WESTERN UNION INTERNATIONAL, INC. 
By: Roger P. Newell 

Senior Attorney 


One WUI Plaza 


New York, New York 10004 
Dated: August 16, 1974 
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International Record Carriers' Scope 

of Operations in the Continental United 
States, Including Possible Revisions to 
the Formula Prescribed under Section 222 
of the Communications Act. 


Docket 19660 
RM-690 


et et et eee ee 


RESPONSIVE COMMENTS OF 
TRT TELECOMMUNICATIONS CORPORATION 
By Memorandum, Opinion, and Order (Order) released 
November 26, 1973 in Docket 19660, the Commission ordered 
an investigation to determine whether the International 


Formula (the Formula) should be revised. In response to the 


Commission's Order, Comments were filed by Comsat General 
Corporation, ITT World Communications Inc (ITT), RCA Global 
Communications, Inc (RCA), Western Union International, Inc 


(WUI), the Western Union Telegraph Company (Western Union) and 
TRT Telecommunications Corporation (TRT). MTRT herein responds 
to the Comments filed by RCA and WUI. 


The Commission in its Order pointed out that ITT's 


1964 petition and the responses to that petition 


"(Rlaise a substantial question as to whether 
the formula has kept pace with the developments 
in the industry since 1943. We agree that it is 
time, some 30 years later, to re-evaluate that 


structure in light of present realities." 
(Par 11) 
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The Commission concluded that: 


"We believe that the ITT petition and associated 
pleadings make a prima facie showing that the 
current formula is or will be unjust, unreason- 


able, or inequitable and thus not in the public 
interest.” (Par 2) 


Both ITT and TRT filed lengthy Comments further 
demonsteating the fact that the International Formula, which 
was prescribed by the Commission in 1943 (and is based on 
1942 relative traffic distribution), is completely outmoded 
in light of the current industry structure and that based 
on current relative routed traffic distribution results in sub- 
stantial benefits to RCA and WUI at the expense of ITT and TRT. 


Neither RCA nor WUI refute this point. Nor do they dispute 


the merits of the position advanced by TRT in its June 26, 


1973 letter to the Commission. 


Instead RCA and WUI raise procedural issues. They 
take the position that ITT and TRT have the burden of proof 
that the Formula is not in the public interest. They further 
contend that a “full hearing" is required pursuant to Section 


222(e) (3) of the Communications Act before the Commission 
can prescribe a revised Formula. Indeed, WUI goes so far as 
to state that "the Commission must have positive proof of 
significant, lasting damage to the public interest." (Comments 
of WUI, p 2) However, WUI gives no support for requiring 


such a high standard of proof. 


247 


‘in Be 


In any event TRT believes that its Comments con- 
clusively demonstrate that the Formula is unjust, unreasonable 
and inequitable, and not in the public interest. Indeed, in 
its Comments (pp 10-11) TRT explains how the Formula actually 
acts as a disincentive to the carriers to improve their message 
service. i 

Moreover--while both RCA and WUI attempt to minimize 
the importance of revising the Formula so as to make the dis- 
tribution of unrouted messages more equitable among the com- 
peting international record carriers--the very passage which 
RCA quotes from the Western Union Merger Proceeding at page 9 
of its Comments undermines its position. In that passage the 
FCC states that, in arriving at a Formula which is in the public 
interest, "weight should be given to the equities as between 
the various carriers, and to the interests of the public in 


maintaining the strength and service of all carriers. ..." 

Turning to the issue of whether a “hearing” procedure 
is required, TRT is aware that Section 222(e) (3) of the Communi- 
cations Act specifically refers to a "full hearing." However, 
Since no facts material to the resolution of this proceeding 
have been controverted, it would appear that under these 
peculiar circumstances, a hearing procedure would be meaningless 
and hence unnecessary. Nevertheless, if despite these cir- 


cumstances, the Commission is of the view that Section 222(e) (3) 


requires a hearing to be held, TRT submits that such a hearing 


wre 


a) 
nes 
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should be expeditiously held so as not to further delay the 
outcome of this proceeding. 

Finally, TRT reaffirms its position (as indicated on 
page 16 of its Comments) that the simplest method, and a fair 
method, for proportioning unrouted traffic among the US inter- 
national record carriers (IRCs) would be to divide unrouted 


traffic to each and every destination equally among all IRCs 


tariffed to serve that destination. An alternative, but more 


complicated method, would be to allocate unrouted traffic in 
Proportion to the amount of ro traffic generated to each 


and every tariffed point.* 
CONCLUSION 
In view of the foregoing and TRT's Comments filed 
July 8, 1974, TRT submits that the Formula should be revised in 
accordance with the suggestions advanced by TRT. 
Respectfully submitted, 


TRT TELECOMMUNICATIONS CORPORATION 


BY Bais Aide 


David H Lubetzky 
Vice President-Regulatory 
Affairs & Counsel 


August 16, 1974 


* 


With respect to this alternative, TRT has stressed that the 
traffic which originates within the five gateways of San Francisco, 


New York, Washington, Miami and New Orleans should not be considered 
as routed traffic. 


I, Beverly Ann Sincavage, hereby certify that I have 


CERTIFICATE OF SERVICE 


a rs 
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sent the foregoing Responsive Comments of TRT Telecommunications 


Corporation this 16th day of August 1974 to the following by 


United States mail 


1, postage prepaid. 


Walter R Hinchman 

Chief of the Bureau 

Federal Communications Commission 
Washington, DC 20554 


Carl J Cangelosi, Esq 

RCA Global Communications, Inc 
2030 M Street, NW 

Washington, DC 20036 


Roger P Newell, Esq 


Western Union International, Inc 
One WUI Plaza f 
New York, NY 10004 


Laurence Singer, Esq 

Western Union Telegraph Company 
1828 L Street, NW 

Washington, DC 20036 


William English, Esq 
Comsat General Corporation 
950 L'Enfant Plaza, SW 
Washington, DC 20024 


Mr John Munroe 


International Quota Bureau 
26 Broadway 


New York, NY 10004 


Mr J A Berenger 

The French Telegraph Cable Company 
25 Broad Street 

New York, NY 10004 


Mr L F Swaine 

Canadian Pacific Railway Company 
Suite 518-Place du Canada 
Montreal 3, Quebec 

Canada 


aoy4 
5 Y 


sae 


August 16, 


1974 
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Mr J M Eaton 

Canadian National Railway Company 
151 Front Street West - Room 512 
Foronto 1, Ontario 

Canada 


John Ligon,. Esq 
ITT World Communications Inc 
67 Broad Street 


New York, NY 10004 
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Beve i Ann Sincavage 


‘ Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D. C. 20554 


In the Matter of : 

International Record Carriers' Scope of ) 

Operations in the Continental United . ) Docket No. 19660 
States, Including Possible Revisions to ) RM-690 

the Formula Prescribed under Section 222 ) 

of th2 Communications Act. ) 


’ RESPONSE OF 
' THE WESTERN UNION TELEGRAPH COMPANY 


ie “Yae Western Union Telegraph Company (Western Union) 


-herein submits its response to the comments of ITT World 


r€ommmications Inc., RCA Global Communications, Inc., Western 
Union International, Inc., and TRT Telecommunications 
Corporation (collectively referred to herein as International 
Record Carriers) in the euve-peeewended proceeding. 

gs es 1. Before commenting on the specific suggestions 

of the International Record Carriers, Western Union reiterates 

its principle position as stated in its comments that if the 

— distribution system cannot be eliminated, that Western 
Union be permitted to withdraw from the handling and 
distributing of unrouted cablegram traffic. There is no need 


that Western Union take part in the distribution of tnrouted 


traffic. Western Union continues to find itself placed in 
the unwanted (and unnecessary) positions of being subject 
to various International Record Carriers' complaints, of 
having to expend its own finanetay and manpower resources 
on a matter essentially unrelated to a revenue producing 
activity, and of failing to fully recover its cost of the 
quota distribution operation. To further complicate the 
latter problem, any increase in cost to be borne by the 
International Carriers must be negotiated and agreed to by 
all the International Record Carriers, resulting in 
“eonsidersble time being spent by Western Union personnel in 
the negotiating process and an increase in cost, at least 
initially must be borne by Western Union. Certainly, the 
handling of unrouted cablegram traffic and the responsibility 
for performing this operation should be handled by separate 


instrumentality of the International Carriers formed specifi- 
¢ 


cally for this purpose, 


2. Of the Carriers filing coe. only ITT 
World Communications, Inc. (ITT) and TRT Telecommunications 
Corporation (TRT) made specific suggestions as to the manner 
in which the formula should be revised. Briefly, ITT argues 
for an approach which would eliminate quotas as such and 


distribute unrouted traffic equally among all carriers for 


authority to serve-a given destination. Unrouted traffic 


would be distributed in proportion to routed traffic by 


carrier and by destination country. Western Union 


ry . 


293. 


suggests that if this proposal is adopted by the Commission, 
and if Western.Union is to be a part of the quota distribution 
operation, the Commission fully consider how any new formula 
will effect the efficiency of Western Union's automatic 
operations, and whether it will be compatible with Western 
Union's existing programs. 

3. TRT suggests that the Quota Bureau be dissolved; 
that the percentages tox enact carrier and for each country 
or overseas destination be determined anil shot the latest 
complete year; that the carriers report to the FCC the number | 
and the tolls of all routed and unrouted messages to each 
country or overseas destination; and that the computation of 
the percentages and the verification of the reporting be the 
responsibility of the FCC. TRT also urges that Western Union 
be substituted for the Quota Bureau, arguing that a "look-up 
table" outta be easily incorporated into any automatic 
switching facility now employed or proposed by Western Union 
and that Western Union would simply proportion all traffic 
as received. In other words, TRT advocates that by incorpo- 
rating the Formula into Western Union's software programs, 
our requirements with regard to ease of operation would be 
Satisfied. However, such is simply not the case. The 
altering of our software programs is not necessarily an easy 


task, manual processing would continue to be necessary, 


‘ 
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and the periodic reports on messages and tolls suggested 
by TRT, in which presumably Western Union would have to 
participate, would be an extensive and iseibpicalaaie dias Gicaalataee 
vesuktine in further programming and operational difficulties. 
Again, the International Carriers can handle these problems 
by themselves, with Western Union simply turning over all 
unrouted messages (assuming our “all routed" recommendation 


is not adopted by the Commission) to an instrumentality of 


the International Carriers established specifically for that 
/ 


~ 


purpose. 2 
Respectfully submitted, : el ee 


THE WESTERN UNION TELEGRAPH COMPANY 


di, 
Laurence Singer 
1828 L Street, N. W. 
Suite 1001 
; ‘Washington, D. C. 20036 
Its Attorneys : 
ici ’ o { 
/ BER ° die os Ts a : 
Of Counsel: bake iy 
Richard C. Hostetler, Esquire . es nie leuk fue 
One Lake Street (ie ON eS Ee a 
Upper Saddle River, New Jersey 07458 Maia a 
* . i i at ul ie 4 i . = 
Dated: August 16, 1974 eas Oe le 
e e ~ 5 . ‘ © ‘4 ‘ “«, e. 
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“CERTIFICATE OF SERVICE 
CERTIFICATE OF SERVICE 


I hereby certify that I have this day served a 


copy of the foregoing document filed with the Federal 


Communications Commission on behalf of The Western Union 


Telegraph 


Company by first class United States mail, postage 


prepaid, on the following: 


~ 


Mr. Walter R. Hinchman 

Chief, Common Carrier Bureau 
Federal Communications Commission 
1919 M Street, N. W. 

Washington, D. C. 20554 


J. Robert Moman, Esquire 

TRT Telecommunications Corporation 
1747 Pennsylvania Avenue, N. W. 
Washington, D. C. 20006 — 


Carl J. Cangelosi, Esquire 

RCA Global Communications, Inc. 
2030 M Street, N. W. 
Washington, D. C. 20036 


Roger P. Newell, Esguire 

Western Union International, Inc. 
One WUI Plaza 

New York, New York 10004 


John A. Ligon, Esquire 

ITT World Communications, Inc. 
67 Broad Street 

New York, New York 10004 


Mr. John Munroe 

International Quota Bureau 

26 Broadway 

New York, New York 10004 

Mr. J. A. Berenger 

The French Telegraph Cable Company 
25 Broad Street 

New York, New York 10004 


Mr. L. F. Swaine 

Canadian Pacific Railway Company 
Suite 518 - Place du Canada 
Montreal 3, Quebec 

Canada 


Mr. 0. Mi Baton 

Canadian National Railway Company 
151 Front Street West - Room 512 
Toronto 1, Ontario 

Canada 
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Sandra A. Oakes 


Dated: August 16, 1974 


Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 


In the Matte: of 


International Record Carriers" Scope of Docket No. 19660 
Operations in the Continental United RM-690 

States, Including Possible Revisions to 

the Formula Prescribed under Section 222 

of the Communications Act. 


To: The Commission 


FURTHER COMMENTS OF RCA GLOBAL COMMUNICATIONS, INC. 


RCA Global Communications, Inc. (RCA Globcom) hereby submits 
further comments on the question of whether the existing formula 
under which distribution of outbound international telegrams is 
made is unjust, unreasonable, and inequitable, or not in the 
public kieeruat: In the comments filed on July 8, 1974 and the 
reply comments filed on August 16, 1974 RCA Globcom demonstrated 
that the formula is lawful and accordingly should not be 
changed. ITT World Communications Inc. (ITT), on the other hand, 
continued to argue in its August 16 filing that the formula is 


contrary to the public interest and also inequitable to the 


carriers. 


In view of the extensive filings already submitted, RCA Globcom 
believes that only the following points need to be emphasized at 


this time. First, neither the public interest nor the consideration 
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of equity between the carriers requires a change in the temple, 
Second, the traffic effects of a change in the formula cannot 

be reasonably forecast without the statistical data on unrouted 
traffic that will be provided by The Western Union Telegraph 
Company (Western Union) study. Failure of the Commission to 
consider the consequences of a change in the formula on the 

public and the carriers based on the unrouted traffic data would be 


legal error as will be shown below. 


The Public Interest Will Not Be 
Served By A Change In The Formula 


As Suggested By ITT 


In our prior comments, we showed that international telegram 
volume today is approximately 16% lower than in 1963 and that 
the longer term trend indicated further decreases in volume. 
We argued that given this type of market, increased competitive 
efforts of the international carriers would merely add to solici- 
tation costs which could not be offset through increased volumes. 
These costs eventually would have to be passed on to customers 
in this presently static market in the form of higher rates. 
The result is clearly that the public would not be served through 
a change in the formula that lead to increased soliciation of 
traffic. » For’ these reasons, and the others in our prior comments, 
we stated that the Commission should find the existing formula 
lawful and likewise reject the ITT arguments calling for a new 


formula under which the unrouted traffic would be distributed in 
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proportion to the routed traffic. 


RCA Globcom's position concerning the public interest has 


not been countered by ITT. It has not disputed our contention 


that greatly increased solicitation costs will result from the 
change it recommends. It has not stated that rates will be 
reduced. In summary it has completely failed to come to grips 
with the public interest consideration. ITT's response is to the 
effect that while its self-interest may not equate with the public 
interest, neither does RCA Globcom's interest in maintaining 

the existing formula. We have never equated the public interest 
with increased revenues to RCA Globcom. Rather the entire 
argument in our prior comments has been in terms of service to 


the public, rates to be paid by the public, and other considerations 


that relate to the public interest. 


¢ 


Even though ITT has not refuted the assertion that the result 
of its recommended change in the formula will be an increase in 
soliciation expenses for all carriers, it is relevant to consider 
the effect in dollars such an increase could have. RCA Globcom 
estimates that approximately $2-3 million will be expended this 
year by the international record carriers just in the effort to 
solicit international telegram traffic. With the ITT change, 


this amount would probably increase greatly. 


It is very doubtful that this industry cost of soliciting 


traffic produces any appreciable amount of new revenue that would 
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not otherwise exist. As a result telegram users in the long 
run will pay for these costs without any particular benefit. 
The Commission should consider whether there is any public 
benefit to continuing these’ unnecessary Operating expenses and 


whether it would be more beneficial to establish policies to 


reduce them. 


It should be noted that the carriers face a time period 


that is extremely difficult. Costs of providing service are 


rising at unprecedented rates and it is expected that this trend 


will continue for the foreseeable future. Under the circumstances, 


it will take every possible effort just to maintain the existing 


level cf rates. In view of this situation, the Commission should 


consider establishing policies to help hold down the spiralling 


’ 
costs such as: 


¢ 


* Minimizing the incentive of carriers to spend unpro- 
ductive sums of money on efforts to the extent that 
no benefit accrues to the user. The present formula 


does have such a restraining effect on sosicitation 
expense. 


Consider other means that would relieve the customer 
that chooses to send unrouted traffic of the cost 
burden of solicitation. This could be accomplished 
by charging customers who route their messages for 


the two words "via XYZ". 
It is probable that adoption of these two principles in the long 


run would save users millions of dollars a year and thus be bene- 


ficial to the public. 
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Equity As Between The Carriers Does 
Not Require A Change In The Formula 


Realizing that it cannot show that the existing formula is 


adverse to the public interest, ITT states that it only has to 


demonstrate that the formula is inequitable as between the various 


carriers. Aside from its legal position, ITT again fails to 


carry its burden since there is no showing that the existing 


formula is inequitable or that its recommendation is now equitable. 


It must be remembered that when the formula was prescribed 
in 1943 by the Commission, it was found to be not only just, 
reasonable and in the public interest but also equitable. It is 
noteworthy that no carrier formally complained to the Commission 
from 1943 to 1964 concerning the equity of the formula nor did 
the Commission on its own motion seek to change it. Consequently, 
ITT has the burden of showing the change in conditions which now 
makes inequitable a formula prescribed by the Commission and 


indisputable equitable for 20 of the last 30 years. 


ITT has not carried this burden. Only by defining equity as 
encompassing ITT's interest alone can it argue that its change in 
the formula would be equitable. But the term's meaning is much 
broader. It does not include just the interests of a single 


Carrier but rather all of the carriers receiving traffic under 


* 
pe 


the formula. In this respect, the Commission must consider as 
part of the equities involved that RCA Globcom has carried traffic 


under the formula for 30 years. We have provided unsurpassed 


quality of service to the public. In return, we have relied 


on the revenues that have accrued from this traffic to support 


the message telegram segment of our business. To suddenly 


change the formula so that a significant portion of those 


revenues are taken away would be grossly inequitable. 


On the other hand, ITT's argument for even more revenues 
cannot be viewed with the same concern by the Commission. ITT 
has received more total telegram traffic over the past 30 years 
than was originally envisioned under the formula. Today its 
overages are in excess of $24.6 million. This is excess benefit 
already received by ITT by virtue of the operation of a formula 
it labels “inequitable”. Once having received more than 
envisioned, ITT should not be heard now to state that equity 
demands even further amounts to be transferred from the other 


carriers to 27a ; 


The Commission Cannot Lawfully Prescribe 
A New Formula Without The Information To 
Be Developed By The Western Union 


Statistical Study 
The Commission has already recognized that neither the carriers 
nor the Commission itself has the data base necessary to answer 


the issue calling for. statistical data on the present distribution 


of traffic under the formula. See Memorandum Opinion and Order, 


Docket No. 19660, FCC 74-565, adopted May 30, 1974. The causes 


for this lack of data have already been described in our prior 
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letters, comments and reply comments in this proceeding. Briefly, 

it results from the fact that unrouted traffic statistics are. 

not repected in those situations where a single carrier receives |. 

all of the unrouted traffic to a single destination.* Accordingly, 


the unrouted data to many countries is not known by the Commission. 


The lack of an unrouted data base will be remedied by the 
statistical study financed jointly by the international record 
carriers and undertaken by Western Union. This computerized 
study will provide the actual distribution by origin for unrouted 
traffic for all cf the countries to which traffic is distributed. 
However, the statistical study will not be eomgieted until 


approximately the beginning of 1975. 


While it is unfortunate that the statistical study is not : 
available at this time, the Commission must recognize that it would 
be unlawful for it to act before the facts on the distribution 
under the formula are known. For only after the Commission has 
these ascertainable facts on the distribution of unrouted traffic , 


will it be in a position to forecast the effect of any change in 


the formula. 


The Commission has recognized the importance of the effects 


of a change in the formula on the carriers in the very issues 


* In addition, the International Quota Bureau has acknowledged a 


‘defect in the data for those countries where proportional distri- 


bution is made. 
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which it designated for hearing. Thus the parties were required 


to address the following issue: 


The specific amendments which should be made to 
the formula to remove each such defect, the effect 
each such amendment will have on respondent, other 
international record carriers, and on the quality 
of service provided to and the rates charged the 
using public. (Emphasis added). 


. 


This issue merely states explicitly one of the most significant 


considerations that the Commission must address in evaluating the 


lawfulness of a new formula. It is inherent in the statutory 


framework of Section 222(e) (3) that the effects of a change on 
the carriers must be considered. -The failure to ascertain these 
effects and make findings concerning them would be contrary to 
the Administrative Procedure Act, established case precedent, 


as well as the Communications Act. 


$ ’ 


As RCA Globcom has previously demonstrated to the Commission, 
Section 222(e) (3) requires an oral, peidentiaiy hearing rather 
than a paper rulemaking one. Section 557 of the APA would thus 
require that the Commission issue a decision showing its findings 


and conclusions and the reasons or basis therefor. It is obvious 


that the Commission could not issue findings on the effects of 


a change in the distribution of traffic under the formula since 


there are no reliable statistics on the subject. Nor could the 


Commission reach supportable conclusions without facts. 


But while it is important that RCA Globcom is entitled to an 
oral evidentiary hearing, this fact does not affect the Commission's : 
obligation to base its decision on a sufficient factual basis. 

In City of Chicago v. Federal Power Com'n, 458 F. 2d 731 at 143, 
(1971), it was decided that the nature of the courts review 
o "depends not on whether the Commission has issued a rule or an 
adjudicatory order, but on the nature of the record presented" 
for review. The court went on to state that whether rulemaking 
or adjudication, "a primary objective is the acquisition of 
information which will enable the Commission to carry out 
> 


effectively the provision of the" enabling statute. Id. at 744. 


The basic principle that supporting facts are needed has been 
well established in the courts. In the perpen. Jasin Gace) the 
Supreme Court held that judicial review of the Federal Power 
Commission's orders will function accurately ana efficaciously 
"only if the Commission indicates fully and carefully the methods 
by which, and the purposes for which it has chosen to act, as 
well as the consequences of its orders for the character and future 
development of the industry." 390 U.S. 767 at 792, (4968) 


(Emphasis added). While this decision was issued in the context 


of a rate of return proceeding, the principle yields the same 


result when applied to the instant case. 


Other courts have also held that the lack of information may 


be so pervasive that the court cannot determine whether an agency 


~16- 
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order comports with the requirements of the agency's enabling 


statute. See Public Serv. Com'n, State of N.Y. v. Federal Power 
a SOM Ny Stare OF N.Y. feaerai rower 
Com'n, 487 F. 24 1043 (1973). Im these cases, the courts have 


either reversed or remanded the agency order. 


Conclusion 
On the basis of the comments already before the Commission, 
we submit that there is more than adequate Support for determining 
that the existing formula continues to Operate in the public 


interest and is lawful in all other respects. Therefore, the 


_Commission can properly issue a decision at this time affirming 


the existing formula. However, should the Commission nevertheless 
determine that the present formula should be changed, it cannot 
prescribe a new one until it has the facts essential to support 

the conclusion that such new formula would meet the statutory 
standards set out in Section 222(e)(3). These facts will not be ‘ 
in existence until the completion of the Western Union statistical 
study. Therefore, the Commission should either issue a decision 
affirming the lawfulness of the formula or wait until the 

completion of the Western Under study, and until the carriers have 
ve time to comment an the conclusions of that study, and thereafter 


issue its decision. 


Respectfully submitted, 
RCA GLOBAL COMMUNICATIONS, INC. 


s/ Francis J. DeRosa 


s/ Carl J. Cangelosi 


Its Attorneys 
2030 M Street, N.W. 
Washington, D.C. 20036 


September 6, 1974 
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I, Jean D. Makris, hereby certify that on this 6th day 
of September, 1974, I mailed a copy of the foregoing document | 


by United States mail, postage prepaid, to the following: 


Walter R. Hinchman 

John F. Copes, Esq. 

Federal Communications Commission 
Washington, D.C. 20554 


John H. Munroe 
International Quota Bureau 
26 Broadway 

New York, New York 10004 


John A. Ligon, Esq. 

. ITT World Communications Inc. 
67 Broad Street i 
New York, New York 10004 


Roger P. Newell, Esq. 


Western Union International, Inc. : . 
One WUI Plaza 


New York, New York 10004 


J. R. Moman, Esq. 

TRT Telecommunications Corporation 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


J. A. Berenger 

The French Telegraph Cable Company 
25 Broad Street 

New York, New York 10004 


Roderick A. Mette, Esq. 

The Western Union Telegraph Company 
1828 L Street, N.W. 

Washington, D.C. 20036 


H. J. Clarke 

Canadian National Railway Company 
151 Front Street, West 

Suite 532 

Toronto 1, Ontario Canada 


Lee M. Mitchell, Esq. 

Sidley and Austin 

1730 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


United Stated Liberia Radio Corporation 
1200 Firestone Parkway . 
Akron, Ohio 44300 


William English, Esq. g 
Comsat General Corporation 

950 L'Enfant Plaza, S.W. 
Washington, D.C. 20024 


s/ Jean D. Makris 
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ECEIVED 
Before the 


FEDERAL COMMUNICATIONS COMMISSION SEP - 9 1974 
Washington, D. C. 20554 


CULNSEL 
WASHING 10h 
In the Matter of ) 
of) )Docket No. 19660 

International Record Carriers' Scope of ) RM-690 
Operations in the Continental United ) 
States, Including Possible Revision to ) 
the Formula prescribed under Section 222 ) 

; of the Communications Act ) 

REPS Or 21 WOGS 3 SOL UNICATIONG INC. 


HOWARD A, WHITE 
Senior Vice President 
And General] Counsel 


JOHN A, LIGON 
Attorney 


Of Counsel: 


John F. Gibbons, Esq. 


Dated: September 3, 1974 


of the Communications Act 


Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D. C. 20554 


In the Matter of 
Docket No. 19660 
International Record Carriers’ Scope RM —- 690 
of Operations in the Continental United 
States Including Possible Revisions to 


the Formula prescribed under Section 222 


REPLY OF ITT WORLD COMMUNICATIONS INC. 


ITT World Communications Inc. (ITT Worldcom) hereby replies © 
to the responsive comments filed on August 16, 1974 in the above 


referenced matter resDectin = the International Formula. 
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In addition to those of ITT Woztccom, responsive comments were 
filed by RCA Giobal Communicsicns, inc. (RCA Globcom), Western 
Union International, Inc. (WUI), IRT Teiecommunications, Inc. (TRT), 
/ 
an@ Western Union Telegraph Company (Western Union). 
By and large these responsive comments were simply reitera- 
tions of previously stated positions and arguments and have already 


been adequately answered. A few points do, however, merit further 


comment. In its Comments hereafter, ITT Worldcom will show the 


1/ Informational Comments were also filed, at the request of the 
Commission's Staff, by the Intemational Quota Bureau (IQB). 
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following: 


(i) Despite the creation of a smoke screen of trivial and 
irrelevant "public interest" arguments by RCA Glolcom ane 


“WUI in hopes of salvaging their special interests from the 


existing Formula, it remains clear and apparent that this 
Formula fosters severe inequities and is otherwise unjust 
and unreasonable, and is therefore unlawful; the Formula 
must be revised. 


(ii) Notwithstanding its protestations of equality of treatment, 
WUI clearly enjoys a substantial competitive advantage through 
its "exclusivity" arrangement for unrouted traffic filed in certain 
Western Union gateway offices; that arrangement should be 
terminated. 


Geficiencies, which has alreeiyv been shown to be baseless, is 
completely destroyed by recently discovered statistics showing 
a net cain in market share Zor 2COr over the life of the existing 
Formule. a 


(iv) The chense of position by TRT, to advocacy of an equal 
distribution of unrouted traffic among carriers, may serve TRT's 
self-interest, but the Section 222 criteria and the public interest 
are better served by a Formula which allocates unrouted traffic 
in proportion to routed traffic. 


(v) No oral hearing is required in this proceeding because, as 
revious pleadings make clear, there are no material facts in 
dispute. 


COMMENTS 


Both RCA Globcom and WUI have predicated their arguments, 


aimed at preserving their self interested positions in the existing Formula, 


largely on the twin premises that (1) the existing Formula must be found 


~.. 


to be seriously in conflict with the "public interest" and (2) that 

any revised Formula must provide substantial public benefits not 
found in the existing Formula, before a new Formula may be prescribed 
by the Commission. This "standard of convenience" urged by RCA 
Globcom and WUI must fail as a measure of ‘ec lawfulness of the - 


Formula because: 


(1) The concept of the "public interest" has been contorted 
by both RCA Globcom and WUI into a diminutive embracing 
' primarily those carriers ' own crivate interests; and 
(2) The sersseciive urcsé¢ sy ROA Globcom and WUI 
seriously conflicts with ths sritecta ‘ae hed by Section 
. 222 of the eas aeanrna Act ior judging the lawfulness 
of a given Formula. 
ni \VUI, one would be left 
with the impression thai the "Suslic interest" basically encompassed 
only two criteria: (1) the preserm-ation of the revenue share derived 
by RCA and WUI from the existing Formula; and (2) the relative 
frequency of complaints leveled against a given Formula. Thus, both 
of those carriers construct a "public interest" which would opsose a 
Formula revision that caused a transfer of revenue from themselves to 
other carriers participating in the Formula. This same "public interest", 


however, easily countenances the continued maintenance of a Formula 


which unfairly and unjustly deprives other carriers of an equitable share 


of the unrouted traffic, and revenue therefrom, extra revenues which are 


Noes f 


Bis 


received by RCA and WUI. Moreover, the argument which each carrie 
makes, that the only effect occurring from a revised formula would be 
a revenue shift and thus that such a revision would not be in the public 
interest, is refuted by simple examination of the existing Formula and 
its history. Each carrier, for example, argues that the existing Formula 
establishes no disincentives to competition. ITT Worldcom has already 
shown in prior comments that, notwithstanding some fairly vigorous 
comsetition among the carriers, the existing Formula does create serious 
disincentives to compstitive entersrise (vnich competitive enterprise the 
Commission hes ressatedly fours <2 se in the public interest). Indeed 
sn RCA @nd WUI tesitiy concece <2: somcstition has ead lessened 
by the existing Formula in their érsuments extolling the virtue of this 

2/ 
Formula as having reduced duplic2ting efforts and facilities. Such a 


recuction of competitive effort, where occurring, likely reduces quality 


2/ In this same context it is noted that WUI argues, at page 8 of its 
responsive pleading, th.:: the Formula does not operate as an anti- 
competitive market sharing device,while at page 10 of the same 
pleading in attempting to rationalize the cumulative imbalances which 
characterize the existing Formula, WUI urges that these imbalances 
merely indicate areas where it has not been practicable to preserve 
the "precise market share originally designed". 


of service te the public as well; rather unlikely, however, is that such 
a reduction in competition resulted in any comparable cost reduction, 
given the scope and scale of each of the carriers operations, 

In support of its "public interest", RCA has also urged that 
the lack of complaint by ITT Worldcom for the first 20 years of the 
Formi;la's operation shows that the Formula was in'the public interest 
for ai) of that period; RCA then urges that nothing has changed in the 


Formu. 2 operation during the last 10 yeers and therefore it is still in the 


public interest. Somewhat similarly WUI urges that since the Formula 

hes mechanically worked for almss:33 yeérs and since no member of the 

sublic has ever complained abc=: 712 Foomuia, it must le in the public 
3 

interest, 


The mere fact of resort by th2s2 carriers to arguments of such 


¢ 


inanity and irrelevancy eloquently illustrates the complete lack of merit 
in the positions which they have urged here. WUI's argument that the 
Formula mechanically works and is thus in the public interest is repeated 


from a previous pleading and has already been refuted by ITT Worldcom,. 


3/ WUI also suggests that the Commission has had the Formula under 
examination on several occasions during its 30 year life and has 
never seen fit to require any substantial revisions. An examination 
of the cases cited by WUI in support of this proposition show how- 
ever that in no case was the lawfulness of the conceptual basis of 
this Formula at issue. Instead the cases involved interpretation of 
the Formula, or changes in the Formula to fit changed circumstances 


(divestment of WU Cables), or simply changing the landline divisions 
of charges. 
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Moreover, it can hardly be surprising (or relevant) that no inember 
of the using public has ever complained against the Formula. That 
public is almost certainly completely unaware that such a Formula 
even exists. Except as to quality of service, that public is largely 
unaffected by the Formula, and even with respect to quality of service, 
the public has no awa@reness of the effect. 

Finally, even assuming a relevancy between the frequency or 
timing of carrier complaints and the lawfulness of the Formula, there 
heve been numerous informal complaints made with respect to the Formula 
through its history, lergely throush che mecium of the International Formula 


Committee. Moreover, the Commission itself expressed concern in the 


i> 


early 1950's about orosiems with :n2 Foom.2ia, but the carriers, believing 
then that the problems stemméda iercely from the lack of divestment of the 
Western Union Cables Division, urged that course on the Commissior 
rather than an investigation of the Formula at that time. By Order of 
March S, 1952, the Commission instituted an investigation to determine 
what was delaying the divestment of the WU Cable Division (Docket 

No. 10151, 25 F.C.C. 35), a proceeding which stim brought about 
divestment in 1961 (30.F.C.C,. 323). Three yearslater in November 1964, 


ITT Worldcom filed its formal complaint with respect to this Formula. 


—_— 


4/ FCC letter dated November 28, 1950, reference 19520, addressed 
to all interested carriers under the "International Formula"; carrier 
responses ‘o this letter were filed on February 28, 1951. 
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Aside from the tortured nature of the "public interest" urged 
by RCA and WUI, those carriers arguments also must fail for simple 
inconsistency with the criteria of Section 222 of the Act. Contrary 
to the impression which RCA and WUI attempt to create, the meastre 
of lawfulness of a given Formula is not solely whether it comports with 
the public interest. Pursuant to Section 222,a Formula to be lawful must 
be just, reasonable, equitable and in the public interest. Indeed, from 
the context in which these criteria ere expressed and from the legislative 
history of Section 222 it appears thet the “public interest” criteria is 
actually subordinate to, or largely catined by the criteria "just, reason- 
a>is and equitable. ITT Worizscom 22s sreviously shown that the existing 
Formula oes s2risus ineGuiziz: in che distribution of unrouted traffic, 


ineguities which stenc unchaliensec. In fact, both RCA and WUI have 


¢ 


S/ While the criteria for determining whether a given Formula complied 
with the Congressional objectives was apparently never subjected 
to serious debate, the limited references to the distribution concept 
were consistently expressed in terms of such distribution among the 
international carriers being "fair" and "equitable" . See for example, 
Report of Senate Hearings on S. 2445, p. 18, 77th Congress, 2nd Session; 
Report of Senate Hearings on S. 2598, p. 25, 77th Congress, 2nd Sessio 
Report of Senate Committee on Interstate Commerce to Accompany S. 2598, 
77th Congress 2nd Session; and Report of Senate Committee on Interstate 
Commerce pursuant to Senate Resolution 95, pp. 22,25, 77th Congress, 
lst Session, 


oe | ore 


studiously avoided cven any reference to the ecquitaiies criteria 
from Section 222, as if ly ignoring the inequities in the existing 
Formula, they could somehow "wish away" this Seiecated flaw in 
their argument, 


Note should be taken here of WUI's argument that a revison 


of the Formula and attendant shifting of revenues between carriers 


might force a carrier lc:sing revenue to propose a rate increase. This 
position completely ignores the fact that this is a competitive market 
and that, as a competitive necessity, all carriers will match the 


lowest rates in the market. It is an economic fact of life that all 


comseting carriers ér2 not unifommiy eiicient or uniformly successful 
2= marketing thelr services, 
It is not the function of <= Fsrm=via to divert traffic from a 


ciczier which is more efficient or more successful in the marketplace, 
¢ 
orto a less efticient or less successiul carrier. Indeed, a 


revised Formula which complemented the role of competition in the 


marketplace would provide a strong incentive for a carrier losing traffic - 
(and revenue) to improve its service to the public thereby attracting 


more traffic and revenue, and/or improving the efficiency or its opera- 


tion thereby reducing.costs. In either case, the public interest would 


clearly be served. 


It should be noted also that ITT Worldcom has already pledged 


to the Commission to use any increased revenue it may receive from a 


revision of the Formula to offset potential cost increases from higher 


-o. 


landline divisions for Western Union and thus to inaintain low 
rates for a service that does not @ppear to have substantial growth 


potential. 


il In arguing for rejection of ITT Worldcom's proposal that 

WUI's exclusive traffic arrangement at Western Union gateway 

offices should be terminated, WUI urges that this exclusive arrange- 
i &/ 


ment does not constitute a competitive advantage because: 


(1) it must pay a landline charge to Western Union 


for each gateway message sicked uo by Western Union 
while the other IRC's do no: 55; this charge for messages 
dicked up @t their own offices: ans y 

(2) “it reseives all unrou:s2 international messages 
filed at Western Union offt-2: :- thir three locations in 
Manhattén, while LIT Werlirom -e:cce--s 10 offices and 
RCA Globsom hés 14 office:. ‘ 


As to WUI's first point, zhst of the landline charge which it 
must pay for gateway messages, ii conveniently ignores the other 

heli of this picture; the IRC's which maintain their own offices incur 
costs for doing so, which, at least in ITT Worldcom's case,are roughly 
compareble to the existing Western Union landline charges. Moreover, 
while WUI may not enjoy a major economic advantage through its ex~ 


clusive access to Western Union gateway offices, it enjoys a huge 


Seemttomnmee ton 


&/ It is noted that while WUI claims not to enjoy any advantage from 


its exclusive privilege at Western Union gateway offices, it certainly 


does not seem particularly interested in terminating this non-advan- 


tageous relationship. 
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competitive advantage by receiving all unrouted international messages 
filed with Western Union, even though the customers did not intend to 
have such messages routed via a particular overseas carrier. Of course, 


that arrangement lends support to the mistaken notion held by many 


members of the public that WUI and Western Union are affiliated entities. 
As to WUI's second point, that of 3 Western Union gateway offices 

to which it has access versus 10 and 14 offices for the other IRC's,it again 

leaves out an important point. Tne ren Western Union offices to which 


WUt nas exclusive access (for unrouted messages) are consolidated 


' 
Q 


2s providing — croade: civer2t2 “hen the individual offices of 
soe ocner INC'S, & consolidaticn whica "w2s Zpproved by the Commission 
és serving tne public interest. zereus >i the consolidated nature of 
“-ase Western Union cifices ani int fc: of WUI receiving 100 percent 

of the unrouted international traific filed at these offices, it is quite 
likely that WUI is receiving more traffic at these offices than either 


8/ 


RCA Globcom or ITT Worldcom. receive at their branch offices. 


7/ See The Western Union Telegraph Co., Consolidation of 22 Public 
Telegraph Offices, 37 F.C.C. 2d 813 (1972) 


8/ ‘This fact will be confirmed upon receipt of the study presently being 
conducted by Western Union of all Formula traffic. 


mis 


Finally, WUI has inferentially suggested the possibility 
of closing all IRC gateway offices with all international messages 
being filed through Western Union offices. Under present conditions 
ITT Worldcom would be very much opposed to such a concept. The 
level of competition and the quality or range of services to the public 
would be adversely affected. Even assuming the complete elimination 
of WUI's exclusivity privilege on unrouted traffic, which it oo not 
conceded, WUI would enjoy an enormous competitive advantage in 


of its néme 2ssociation with Western Union. 


mot refuted, nor even addressed, 
52522252 that it had a compensable 
S Geficie-sizs ciated with its Formula position. 
=ope ‘3 2 he =nzienable nature of its position and abandoned 


e 
séme. Nevertheless, iTT Worldcom has discovered an inadvertent misstate- 


it desires to here correct. At page 13 of ITT Worldcom's response, it 
urged that RCA had acquired no equitable right to compensation for an 


accumulated deficiency because, inter alia, the loss in market shares 


which it had suffered over the life of the Formula resulted simply from 


its inability to maintain, in a competitive marketplace, the market 


share which it had enjoyed in the 1940's. This point was based on the 
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assuinption that the large accumulated deficiencies associated with 
RCA‘s Formula position must reflect a loss in market share over the 


life of the Formula, since the Formula was designed to maintain 


market shares constant. Nevertheless, as a check, which unfor- 


tunately was not completed prior to filing the response, an examina- 


tion of IQB Reports was made to ascertain the overall market share 


statistics for each carrier at the beginning of Formula operation and . 


9/ 


for 1973. These statistics revealed that, even though accumulating 


ee 


very large deficiencies throughout the history of the Formula, RCA had, 


in fact, enjoyedc @ subsitantis! 3:5 in iss overal) share af the international 

1C/ . : : 
eelGeraph messeae market. his tes: =>: only srovides further evidence 
of the unjusinses en¢ unreascni lentes ci che existing Formula, but 


2/ It was not sracticable to usa the statistics for the years prior to 
1949 becéuse o: two factors: (1) the unsettled conditions during 
end just following the War which resulted in numerous subareas 
not receiving any traffic in the early years of the Formula, and (2) 
RCA did not begin reporting to the IQB, statistics on its gateway, 
traific te Areas A and B, which traffic was excluded from the Formula, 
until 1949, 


— 10/ In 1949 RCA received 33.39% of the total intem. tional gross inter- - 


national tolls (GIT), including schedule B and the RCA gateway 

traffic to Areas A and B which was excluded from the Formula. In 

1973 RCA sveceived 40.05% of the total international GIT's, on the 

same basis. Also of note, AC&R, with a large accumulated overage, 

saw a net decline in ma:ket share of approximately 3.5 percentage points. 


Hf 
t 
t 


ii. 


also completely destroys any claim of equitable right which RCA 
& 


would make for compcisalion for "its" deficiencies, 


iV. In its responsive comments TRT has largely reversed its ori- 
ginal position and now urges as its preferred position that unrouted 
traffic be distributed equally to all carriers tariffed to serve a parti- 
cular point,and as e fallback position suggested distribution in pro~ 
portion to routed trafiic with all cateway routed traffic excluded from 


ca@iculation. While en equal distrisution of unrouted traffic arnong 


Sririers may have some etminis--ti-re 22 "Sr..age in terms of simplicity, 
i: Se8rs no relationsnis :o logic <> -: én; Oi criteria of Section 222 
ior judging a given F POrscl@, # livicsc.ca ci csreuted traffic in pro- 
Portion (6 routes t85is es ures i> +. 2r.2c0%2, would be far more ic 


Ke2o0ing with t he requirements of chs te: ens would further provide a clear. 


ENS positive incentive for improves service as a carrier sought a higher 


Sh2re of routed traffic and concomizantly a larger proportion of unrouted. 


If, however, the Commission determines to use an equal dis- 
tribution of unrouted traffic in revising the Iormula, it must limit the 
carriers participating in the distribution for a given destination to those 


which have authorized direct circuits to such destinations. To base such 


a distribution on the simple expedient of a tariff filing would, as was 
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pointed at pp. 14-15 of IfT Worldcom's Response, largely nullify the 
Commission's determinations as to the appropriate degree of com- 
petition required to serve given destinations. It would also provide 
@ substantial windfall to a carrier such as TRI, at the expense of 
cérriers which the Commission has certified to serve particular points 
directly, 


Finelly, iRt's sroposai 2-2: routed cateway traffic picked up b 
Y, : 


ee 


“estern Union 22 ¢xcluted from a Formula based on distribution of un- - 
routed if prosorcic= 25 2s ted ete ue =:22!, without foundation or 


5 


justification, and sh5215 ce retecret. oS! 


‘restern Union in a gateway and 
@ routed messége filed with that Company in the hinterland, since 


solicitation of routings is not limited to the gateways and since the charges 


to the customer are the same, 
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Vv. Both RCA Globcom and WUI have, in various correspondence and 
pleadings in this docket, urged, as a necessary procedural step in this 
investigation, the holding of an oral evidentiary hearing. An evidentiary 
hearing in a matter of this kind, where there exist no dis puted 

material issues of fact, would be both unnecessary and wasteful of 
administrative process. The only purpose which would be served by 

such an evidentiary nearing would be a further delay in the ultimate re- 
solution of these sroceedings, favoring those carriers whose interests are 


servic by the méintenénce of status su0 


= = some lack of agreement among 


Ssmuistrative agencies, and the courcs rerie-ving decisions of such 


-i=- 2esr.nZ5 is required when no material 


isstes of fact ara raise 22s cisarly support the view that neither 
¢ 
Sis srocess nor 2 st=*- 


s:cry requirement ior a “hearing" mandate the holding 


vt 


fan 


- én oral evidentiary hearing when there exist no material issues of fact. 


2 was illustrated in Producers Livestock Marketing Ass'n v. 
iy : 


United States where the Court stated: 


"{Ik is fundamental to the law that the submission 
of evidence is not required to characterize ‘a full 
hearing’ where such evidence is immaterial to the 


lif 241 F. 2d 192, 196 (1957); affirmed 356 U.S. 282 (1958). 


argul 


13/ 
i4f 
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issue to be decided...Where no genuine or 
material issue of fact is presented the court or 
administrative body may pass upon the issues 
of law after according the parties the right of 
argument." 12/ 


13/ 


Similarly, in_Sun Oil Co. v. FPC, the Court there, rejecting an 


nent that an evidentiary hearing was necessary, said: 


"[W]e do not think there was any fact question 
involved and hence no evidence would have been 
material. If the cuestion was more than a ques-— 
tion of administrative oolicy, and we doubt that 
it was, it was = question O: 


14/ 


© 


Numerous Other cases are to the seme effect. And the Commission 


st has receni:y Seen urnele wr 2 222.51 cf 22 avidentiary hearing where 

ssues invo! Sriveing intsrencs irtm established facts - Anti-Defamation 
e 

This Sant was followed by the D.C. Circuit in seve.al later opinions. 

Sse Persian Guli Outward Freisht Conf. v. Federal Maritime Commission, 

375 F. 2d 335 (1967); Outward Continental N.P.F. Conf. v. Federal 

Mal gritime Commission, 385 F. 2d 981 (1967); and City of Los Angeles v, 

Federal Maritime Commission, 388 F. 2d $82 (1967). 


256 F. 2d 233, certiorari denied 358 U.S. 872 (1958). 


See, for example, Mississippi River Fuel Corp. v. v. FPC 281 F. 2d 919 
(1960), certiorari denied 365 U.S. 827 (1961); NLRB v. J J. R. Simplot 
Co., 322 F. 2d 170 (1963); Birkenfield v. United States, 369 F. 2d 
491 (1966); Midstate Hauling Co. v. Mason, 177 So. 2d 206 (1965); 
and NLRB v. Bata Shoe Co., 377 F. 2d 821, certiorari denied 389 
U.S. 917 (1967). 


-]7- 


League of B'nai B'rith v. FCC 403 F. 2d 169 (1968), -certiorari denied 
1s/ a 
394 U.S. 930 (1969). 


A review of the pleadings and other materials heretofore filed in 
the Formula portion of this docket shows quite clearly that, unlike the companior 
Landlines case, where a carrier's revenue requirements are at issue, 


the Formula proceeding presents no disputed issues of fact. -Even RCA 


appears to have largely conceded this point in its Response where, at 
p. 13, it states that completion of the traffic study presently being con- 


ducted by Western Union, with opdortunity for ~omment on that data 
y 


"would almost, if net entirely elixinsze ozr concerns in this respect". 

The Commissisn should rs;scz sryzments seeking an unnecessary ; 
e-v.cexntlary heésing in this matter inl srzze22t9M expeditious determination 
of epropriate revisions of the Inzern2czional Formula. 

é 
CONCLUSION 


ITT Worldcom and other carriers have, throughout the long history 
of this proceeding, shown beyond dispute that the existing International 


Formula is unlawful and must be revised. The case for such a revision 


1S/ It is also worthy of note that in the Storer case cited by WUI (U.S. 


v. Storer Broadcasting Co. 351 U.S. 192 (1956) in support of its 
position that a hearing is necessary in this case, the Supreme 
Court there stated (at 205): "We agree with the Commission that a 
full hearing...would not be necessary on all such applications... 


We do not think Congress intended the Commission to waste time d 
on applications that do not state a valid basis for a hearing". 


=f. 


is so compelling that those carriers seeking to preserve their self 
4 
interest in the status uo have been reduced to arguing largely trivial 


and irrelevant points which must fail when weighed against the important, 
substantive considcralions of law and policy, which fevor revision of 
the Formula. 

ITT W ‘com has proposed a revised Formula which would 
satisfy the statutory criteria, would be in the public interest, and 
would further the Commission's established policies supporting com- 
petitive enterpri Tne Commission is respectfully urged to find that 
revision of the emisting Formula is reasuirsd and that a revised en 
@icss the lines orososet by ITT . critcom should be adopted. 

“Reitectiully submitted, 
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Refore the 
FEDERAL COMMUNICATIONS COMMISSION 


Washington, D. C. 20554 RECEIVED 

In the Matter of ) SEP - 6 19744. 
. ) a ala 

International Record Carriers' Scope ae Been 
of Operations in the Continental ) Docket! pg god HA 
United States, Including Possible ) 
Revisions to the Formula prescribed ) 
under Section 222 of the Communications ) 
Act. ) 
To: The Commission pee : ae co wo 
RESPONSIVE COMMENTS OF WESTERN UNION INTERNATIONAL, INC. 
—————————— EEO TERNATIONAL, INC. 


Western Union Internati->al, Inc. (WUI) hereby 


replies to the responses of ITT World Communications Ine. 
(ITT), RCA Global Communications, Inc. (RCA), TRT Telecommu- 


nications Corporation (TRT) and the Western Union Telegraph 


Company (WUTe1lCo), all dated August 16, 1974. 
The carriers proposing changes have now had 


several opportunities to demonstrate that there are defects 
in the international formula sufficient to justify interfer- 


ing with a mechanism that has functioned well and efficiently 


for many decades. However, not one of the pleadings filed to 


date by ITT or TRT has given any concrete evidence whatsoever 


of defects in the formula, other than unSupported assertions 


using vague adjectives such as “outinoded", "inequitable", or 


"unreasonable". No carrier has provided any indication of | 
exactly in what manner any of the carriers or the public are 


being damaged by the current operation of the formula. 


In arguing that the formula is outmoded, the . 


. vo pk ts 
proponents of change, who have the burden of proof, have : Cs 


failed to show which features of the formula are "outmoded", -. 


tees 


and how such features adversely affect the public interest. 
in arguing that it. is inequitable, they do not show the : 
nature or extent of this supposed inequity, or which 


i - : a: 
carriers are harmed. They do not show the voluines of * 


traffic each carrier should receive if this "inequity" — oe 


should be removed, nor do they explain the standards of : 


fairness they have chosen. In arguing that the formula 


docs not serve the public interest, they do not show which ' 


Segments of the public have been damaged by the operation 


of the formula, nor in what manner, nor how this alleged 


damage would be eliminated by their proposals. 


The only substantive argument advanced to show 


that the formu?a's operation is contrary to the public 


interest is the assertion that it provides "disincentives" - 


whatever they are - to providing better service for certain fe 
carriers in certain sub-areas where an increase in routed |... a 

: ‘ : : a ’ 
traffic would not result in a net increase in total traffic. re 


in no way does this arjument indicate a detriment to the Par 
public. 


jt_is_ impossible for any carrier to distinyuish 


among destinations so as to limis its efforts to improve its 


Service to traffic destined to points where this "disincen- 


not upply, and leaving l1ts service unimproved —- ce 


fom traffle destined to aii other points. ‘Me conputerized 
nature of carrier Operations, not to mention the prohibi- 


tion against discrimination contained in Section 202(a) a. 


| i of the Communications Act of 1934, would prevent such ." ..' 


: i oo: 
distinction. Be 


Even if a carrier were able and willing to make 
Such a distinction, the total amount of traffic to which 
this "disincentive" might apply is small. Attached hereto) 06": 
as Attachment A is a listing of carriers and Sub-areas foe uae 
which, based on traffic distribution instructions in effect 


at the end of 1973, a carrier would lose an unrouted message 


for every additional routed message obtained by that carrier. ' 


It can be seen that of a total of 8.4 million outbound 
international messages in 1973, Only 1.9 million, or 23% 
would be subject to such a "disincentive". Obviously no 
carrier would jeopardize the vast majority of its traffic by 
permitting its quality of service to deteriorate simply on - 
the wooo that a small proportion of traffic would not bes. 7 
affected, ao 
: As WUI pointed out in its Comments, the public” Ss 
would be harmed by a change in the forimulia, if such a - a. 
change resulted in a diversion of Significant amounts of 
traffic, since the carrier losing truffle would be left 
with potentilully substantial amounts of unused Capacity. 
In reply, {YT argues that such carrlers should have fore- 
seen the change in the formula which ITY is urging, and 
therefore any purchase of plant to handle the traffic 


which such carriers were then actually receiving (but 


ol a 
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The argument is deserving of 


might lose) was "imprudent". 


little consideration. Of course all carriers must acquire 


the physical plant necessary to meet the public's demand 


for service. It would have been highly imprudent for any 


carrier not to do so, on the speculative POsSsibility of a 
formula change in the uncertain future. 

Furthermore, ITT's argument:assumes that which 
is to be proved: The mere filing of ITT's petition does 


not prove that the formula should or would be changed. In 
view of the fact that the public will not be benefitted 

in the least by the change in the formula that is proposed, 
it would have been illogical and imprudent for carriers to 


act on the assumption that ITT's petition would be granted. 


In summary, no shoving has been made that the 
formula is contrary to the public interest or is unfair, 


beyond sweeping and vague assertions. There is a total lack 


¢ 
of hard evidence to support these self-serving assertions. 
Moreover, the data base has not yet been developed in order 
to gauge the effects upon the international carrier industry, 


and its component members, of formula revisions proposed by 


ITT and TRT. Since it is clear that service to the public 


will not be affeeted by the Proposed formula revisions, the 
Commission should carefully consider whether its valuable 


time and resources would be better employed in areas where 


Substantive accomplishments in the public interest are 


possible. 
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‘Accordingly, WUI recommends that this proceeding 
be terminated. Alternatively, WUI asserts its Statutory 
rignt to "a full hearing" (replete with evidence cuumc Gwe 
under oath, cross-examination, proposed findings, — 
argument, etc.) which is a condition precedent under Section 
222(e)(3) of the Communications Act to the invalidation of 


the existing formula and to the prescription of a revised 


formula. 


Respectfully submitted, 


WESTERN UNION INTERNATIONAL, INC. 


By: Roger P. Hewell 
Senior Attorney 


One WUI Plata 
New York, New York 10004 


September 3, 1974 
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OF SERVICE 


I, Anne Kureman, do hereby certify that a copy of 


the foregoing document has been sent by United States mail, 


prepaid, to the following: 


Vey 


Mr. Walter R. Hinchman 

Chief, Common Carrier Bureau 
Federal Communications Commission 
Washington, D. C. 20554 


John Copes, Esq. 
Stephen S. Melnikoff, Esq. 
Staff Counsel 


‘Federal Communications Commission 


Washington, D. C. 20554 
Joseph J. Jacobs, Esq. 

ITT. World Communications, Inc. 
67 Broad Street 
New York, New York 10004 

Carl J. Cangelosi, Esq. 

RCA Global Communications, Inc. 
2030 M Street, N. W. 
Washington, D. C. 20036 


United States-Liberia 
Radio Corporation 
1200 Firestone Parkway 
Akron, Ohio (AIRMAIL) 


BY. He os. Dlarke 
General Manager 


Canadian National Telecommunications 
151 Front Street, West 
Toronto, Ontario, Canada (AIRMAIL) 


September 3, 1974 


“™% 


postage 


David Hl. Lubetzky, Esq. 

TRT Telecomnunications Corporation 
17'7 Pennsylvania Avenue, N. W. 
Washington, D. €. 26006 


Roderick A. Mette, Esq. 

The Western Union Telegraph Company 
1628 L Street, N. W. 

Suite 1001 
Washington, D. C. 20036 
William D. English, Esq. 
Comsat General Corporation 
050 Li Enfant Placa, 5. W. 
Washington, D. C. 


Mr. J. A. Berenger 
French Cable Company 

25 Broad Street 

New York, New York 10004 


Mr. D. N. MacLeod 
General Manager 


Canadian National Telecommunication 
360 St. James Street, West 


Montreal, Quebec, Canada (AIRMAIL) 
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/s/ Anne Kureman 
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Before the RECEIVED 


FEDERAL COMMUNIC/.TIONS COMMISSION 
Washington, DC 20554 SEP = 9 1974 


i bene 
In the Matter of WASHINGTON 
International Record Carriers' Scope 
of Operations in the Continental United 
States, Including Possible Revisions to 
the Formula Prescribed under Section 222 
of the Communications Act. 


Docket 19660 
RM- 690 


REPLY COMMENTS OF 
TRT_TELECOMMUNICATIONS CORPORATION 


At the outset, TRT believes that it is desirable to 
refocus on the essential aspects of this proceeding. ious: 
US international record carriers (IRCs) compete for routed US. 
outbound telegrams via their respective facilities; the 
remainder of US outbound telegrams are unrouted. What is 
required, then, is a just, reasonable, and equitable method 
which serves the public interest for distributing this unrouted 
EX traffic among the four IRCS. Because the operating arrangements 
between each IRC and the Western Union Telegraph Company (WU) 
are essentially identical, and due to the very.nature of 
unrouted traffic, no IRC should be favored over another IRC 
in the allocation of unrouted traffic. The existing method 
for the distribution of unrouted message traffic has been 
conclusively shown to be unjust, unreasonable and inequitable, 
and not in the public interest; and it should, therefore, 


be changed. 
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With respect to proposed revisions to the Formula, 
ITT World Communicationsinc. (ITT) argues in its August 16 
Comments that only routed traffic handled over authorized 
direct circuits should be used in determining proportionate 
unrouted traffic to any destination. TRT believes that 
whether routed traffic is transmitted via direct or indirect 
circuits is not relevant in the determination of whether an 
IRC should be allowed to transmit unrouted traffic to any 
particular point. An IRC serving a destination on an indirect 
basis competes for routed traffic to that destination in 
the same manner as it competes for traffic to destinations it 
serves on a direct basis. Moreover, there are a number of 
destinations which all carriers serve only on an indirect basis. 
Consequently, to the extent customers express a preference 
for a particular carrier, and as an IRC is thus successful 
in obtaining, routed traffic, that carrier should receive 
a share of unrouted traffic. To do otherwise would ignore 
the competitive situation among the IRCs and would unjustly 
favor some because cf their more favored route structure. 
This would be particularly unfair to TRT. 

In its August 16 Comments, ITT also suggests some 
confusion in interpreting TRT's pesition regarding the impact 
of gateway traffic on the distribution of unrouted traffic. 
TRT has suggested that all routed traffic handled by WU and 


transferred to the IRCs should be used in any formula for 


determining the allocation of unrouted traffic to each destination. 


Had there been any flaws in the concept and operation of the 
formula, they would have been as apparent after 17 years of 
‘operation as after 30 years." (WUI Comments, Aug. 16, p 4) 
However, the Commission's reason for not changing the Formula 
at the divestment proceeding was not as WUI asserts. The 
Commission stated in its November 26, 1973, Memorandum Opinion 
& Order: 
'"In that proceeding we did approve amendments 

to the formula to reflect the fact that 

thereafter WUI (the divested WU Cable 

Division) would be an independent IRC with 

no connection to WU. However, since we 

noted that we had not been asked to over- 

haul the basic structure of the formula, 

we left that question to an appropriate 

proceeding." (p.12) 

Moreover, WUI overlooks the fact that ITT, a short 
three years after the divestment, did ask the Commission to 
review the Formula, pointing out the many inequities in the 
Formula. ‘ 

CONCLUSION 


TRT submits that the Formula should be expeditiously 


revised in accordance with the suggestions it has previously 


advanced. 
Respectfully submitted, 
TRT TELECOMMUNICATIONS CORPORATION 


i 


J. Rpbert Moman 
1747\| Pennsylvania Avenue, NW 
Washington, DC 20006 


September 6, 1974 
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CERTIFICATE OF SERVICE 


I, Pamela Marie DuBost, hereby certify that I have 
sent the foregoing Reply Comments of TRT Telecommunications 
Corporation this 6th day of September 1974 to the following 
by United States mail, postage prepaid. 


Mr. Walter R. Hinchman 

Chief 

Common Carrier Bureau 

Federal Communications Commission 
Washington, DC 20554 


John Copes, Esq. 

Stephen S. Melnikoff, Esq. 

Staff Counsel 

Federal Communications Commission 
Washington, DC 20554 


Carl J. Cangelosi, Esq. 

RCA Global Communications, Inc. 
2030 M Street, NW 

Washington, DC 20036 


Roger P. Newell, Esq. 

Western Union International, Inc. 
' One WUI Plaza 

New York, NY 10004 


Laurence Singer, Esq. 

Western Union Telegraph Company 
1828 L Street, NW : 
Washington, DC 20036 


William D. English, Esq. 
Comsat General Corporation 
950 L'Enfant Plaza, SW 
Washington, DC 20024 


Mr. John Munroe 
International Quota Bureau 
26 Broadway 

New York, NY 10004 


Mr. J. A. Berenger 

The French Telegraph Cable Company 
25 Broad Street 

New York, NY 10004 


Mr. L. F. Swaine 
Canadian Pacific Railway Company - - 
Suite 518-—Place du Canada 

Montreal 3, Quebec 

Canada 


Mr. J. M. Eaton 

Canadian National Railway Company 
151 Front Street West -— Room 512 
Toronto 1, Ontario 

Canada 


John Ligon, Esq. 
ITT World Communications Inc. 
67 Broad Street 
Q New York, NY 10004 


United States-Liberia 
Radio Corporation 
1200 Firestone Parkway 

Akron, OH 


Mr. H. J. Clarke 

General Manager 

Canadian National Telecommunications 
151 Front Street, West 

Toronto, Ontario 

Canada 


Mr. D. N. MacLeod 
General Manager 
&) Canadian National Telecommunications 
ay 360 St. James Street, West 
Montreal, Quebec 
Canada 


} 2 Pa Si Kort 


Pamela M. DuBost 
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FEDERAL COMMUNICATIONS COMMISSION 
Washington, D. C.. 20554 RECEIVES 


the Formula prescribed under Section 222 
of the Communications Act 


SEP - 9 1974 
In the Matter of ) ANSEL 
) WASHINGTON 
International Record Carriers' Scope of ) 
Operations in the Continental United ) Docket No. 19660 
States, Including Possible Revision to ) RM-690 
) 
) 


REPLY 


The Western Union Telegraph Company (Western Union) 
herein files its Reply to the responsive comments of ITT World 
Communications, Inc. (ITT), RCA Global Communications, Inc. 
(RCA Globcom), Western Union International, Inc. (WUI), and 
TRT Telecommunications, Inc. (TRT). In support thereof, 
Western Union respectfully shows « follows. 

In its previous comments, Western Union has suggested 
that, at the minimum, a separate entity solely responsive to 
the international record carriers be formed to handle the dis- 
tribution of enbenees message traffic. So far, no carrier has 
commented on this proposal, either pro or con. The only refer- 
ences made to Western Union's participation in this enterprise 
is to state what a good job we are doing and that all costs are 
borne by the international carriers. 

No carrier has even responded to Western Union's call 
for simplification of the formula. As stated by ITT in its 


Response, “[a]dministrative simplification of the Formula as 


urged by Western Union is a desirable goal but specific approaches 
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may be unattainable or undesirable" (p. 17). Thus, if Western 


Union is to continue to distribute unrouted traffic, it appears 
that, at least as far as ITT is concerned, even administrative 
simplification is unlikely at the present time. Again, there 
appears to be no reason why Western Union must continue to play 
an active role in the distribution of unrouted messages. 
Illustrative of the problems confronted by Western 
Union is a recent letter, dated July 30, 1974, of the Inter- 


national Quota Bureau directing that the distribution of cable 


traffic to Columbia, previously exclusively allocated to TRT, 


(i) 


must now be dividrzd between TRI, ITT (ACER), ang RCA. Since 

our computer has been programmed to automatically route Columbian 
traffic exclusively through TRT, the computer program must be 
altered and our Minneapolis operation must now manually allocate 
the traffic in accordance with the July 30 letter. Additionally, 
new facilities must be established between Minneapolis and the 
TRT operating center in Pearl River, Louisiana. As a result of 
this change, additional cost is being incurred by Western Union, 
a and it is unlikely these costs will ever be recovered from the 


international record carriers. In addition, Western Union's 


personnel must devote their time to ensure the continued opera- 
tion of the formula. This is but one example of the burden 


Western Union must assume in order to facilitate the distribu- 


tion of unrouted messages. 
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ot 


Accordingly, we therefore urge the Commission to 
establish ‘an entity completely controlled by the international 
carriers to distribute unrouted messages. 

Respectfully submitted, 


THE WESTERN UNION TELEGRAPH COMPANY 


Laurence Singer 
1828 L Street, NY W. 
Suite 1001 

Washington, D. C. 20036 


Its Attorney 


Of counsel: 


Richardad'Cc. Hostetler, Esq. 
One Lake Street 
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Jack Werner, Esq. : x 
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In the Matter of 


International Record Carriers' Scope 
of Operations in the Continental 
United States, Including Possible 
Revisions to the Formula Prescribed 
under Section 222 of the Communica- 
tions Act. 


Docket No. 19660 
RM-690 


Oe 


_ SUPPLEMENTAL COMMENTS — 


RCA Global Communications, Inc. (RCA Glébcom) 
hereby submits these supplemental comments on the issue of 
whether the existing formula under which ote ips of 
eusbeund international telegrams is made is unjust, un- 
reasonable, and inequitable, or not in the public interest. 
These comments sha gubulteed in sanpnaee to the Commission's 
Memorandum Opinion and Order of May 28, 1975 (FCC 75-617) 
which provided that the docemusted international carriers 
could supplement earlier dubut seions on the formula question 
in light of the completion of the statistical study performed 
by The Western Union Telegraph Company (Western Union) show- 
ing the exact distribution of all routed and unrouted inter- 
national traffic originating on its systen. 


The main purpose for the Western Union statistical 


study was to provide a data base which would enable the 
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Commission to have before it sufficient reliable information 
so that it could take into account the eeeerts on the inter- 
national carriers of any proposed change in the formula before 
it ceed. Thus RCA Globcom's concern when it first suggested 
the need for such a study was that changes in the formula 
such as suggested by ITT World Communications Inc. (ITT) and 
TRT Telecommunications Corporation (TRT) would upset the basic 
theory on which the formula was based and lead to a weed large 
‘aad arbitrary week oe SEES from one or more careiecs to 
other carriers without iine any concommitant benefit whatso- 
ever to the public through improved ante tes or lower rates. 
It was felt by RCA Globcom, and the Commission apparently 
agreed, that a data base permitting evidence on the effect on 
the carriers of a change in the ‘Sormula was an integral part of 
the information it needed before it could make any determina- 
tion that the public ihecrent required the original formula to 
be changed. | 

As can be seen from the attachments to these comments, 
RCA Globcom has made a thorough analysis, using the Western 


Union derived data, to compile an accurate summary of the 


effects of the ITT and TRT proposal on RCA Globcom. This 
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analysis and the associated comments show that both proposals 
for redistributing the unrouted traffic suffer from serious 
defects which render them unsuitable as a basis for a change 
in the formula even under the assumption that the Commission 
found a public interest basis for the revision of the original 
formula. 
RCA Globcom is sine again asserting its right to have 
an oral, evidentiary hearing in the event that the Commission 
determines the existing formula should be changed. As detailed 
below, this question is of such a far-reaching shgtfiounee 
to the public and the carriers that the Commission should not 
act until it has sufficient expert testimony as to the benefits 


and detriments of all proposals. 


The ITT Proposal 


The ITT proposal would have all the unrouted traffic 
distributed to the international carriers having direct circuits 
to a country in proportion to the number of routed messages each 
carrier received from Western Union. Aside from the fundamental 
flaw that this method of distribution would inevitably increase 


sales expense of the carriers without benefit to the public, 


the ITT proposal is unworkable since it does not consider that 
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many countries are not served by direct circuits and fails to 
adequately define a direct circuit. As shown in attachment 4, 
over 103 destinations, to which 43,087 messages were sent during 
the 13-week study, ‘are not served directly. Thus, for these 
countries, the ITT proposal would not provide a method of 
distribution for the 173,011 unrouted messages annually avail- 
able. 

As a result of this failure to specify the manner in 
which all unrouted traffic would be distributed, it was not 
possible to show the total effect of the ITT proposal on RCA 
Globcom. However, as shown on attachment 2, if the ITT proposal 
were to be inikedonted che redistribution of existing traffic, 
with the exception of the traffic to those countries just noted, 
would result in a gross international tolls (GIT) loss to 
RCA Globcom of approximately $1,990,595 per year. Of course, 
this loss in revenue is based only on the routed and unrouted 
outbound traffic figures derived from the Western Union study. 
It does not toelude a consequent decrease in revenue from the 
loss of an approximat.ly equal amount of inbound traffic. The 
Commission must expect that in view of the magnitude of this 
loss to RCA Globcom, a very heavy increase in sales effort would 


be made by it to secure additional direct routings in the hope 


of offsetting the loss. 
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But in addition to this thewnciee for increased sales 
effort by RCA Globcom, the Nault plier" nature of the ITT 
Proposal, i.e. the large unrouted telegram pool distributed in 
proportion the routed traffic secured by a carrier, would “ . 
itself generate additional sales effort by all the carriers. 
The consequent rapidly escalating selling costs on the part 
of the IRCs would in due course greatly impact the telegram 
using public. The results of the multiplier effect of the 
ITT proposal can best be understood by examining the amount of 
revenues that would be open to solicitation by the IRCs and 
the nature of the costs that outed be incurred by them in 
handling the traffic originated by Western Union. 

: As to revenues, besed on the Western Union 13-week 
study and other statistical source material available to the 
Commission, it is estimated that the IRCs interchange about 

6.6 million telegrams annually with “lestern Union and receive 
about $10.3 million in annual revenues therefrom. The outbound 
routed traffic is estimated to be 842,000 telegrams: 


Telegrams Estimated 


Outbound Number - IRC Revenues* 
Routed 842,000 13 $ 1,305,000 
Unrouted 2,740,000 41 4,552,000 
Subtotal 3,582,000 54 $ 5,552,000 : 
Inbound 3,051,000 46 4,729,000 | 


Total 6,633,000 100 $10,281,000 


*This revenve calculation is based upon an assumed average U.S. 


(continued on next page) 


oo | 341 


As the table shows, there are now more than three unrouted 
outbound telegrams for each routed outbound telegram. 

In this connection, it should also be noted that most 
overseas administrations return traffic to the United States 
IRCs more or less in proportion to the traffic they receive 
from the United States IRCs. Even in those few cases where 
the U.S. carriers have their own overseas offices, the long 
recognized "message for a message" theory generally prevails, 
meaning that it is easier for a carrier serving both @nds to 
solicit the return traffic from ay ieee it it delivers 
the original.to him. 

The combination of the fact that each routed message 
brings with it three or more unrouted messages and the fact 
that inbound traffic largely follows the carriers' proportion 
of total outbound traffic produces the multiplier effect, so 
that the revenue benefit from securing a single routed message 


is generally seven or eight times the revenue from that 


(continued from preceeding page) 


revenue of $3.80 per telegram of which WUD receives approximately 
$2.25 (9.5¢ basis) and the IRCs receive the balance. For the 
purpose of this table, it is assumed that the average U.3. 
revenue of the IRCs is $1.55 per telegram interchanged with 

WUD for both directions combined, although it is probable that 
subsequent to the recent devaluations of the U.S. dollar, the 
IRCs retain somewhat less than $1.55 per outbound telegram 

and receive somewhat more than that per inbound telegram. 
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single message. 

On the cost side an understanding of the handling 
of outbound messages originating on the Western Union system 
is necessary. After the initial acceptance of a message is 
performed by Western Union, the transfer of the messages to 
the IRCs is made on an electrical basis. The receipt and 
retransmission of this traffic by the IRCs is highly automated 
through the use of computer switches and various transmission 
facilities.* The IRCs provide extensive and costly plant 
such as computer switching, cable and satellite facilities 
and sccevalauts their part in the overall acceptance-to- 
delivery process applicable to telegrams c:.ginated or terminated 
by Western Union is highly capital instensive with relatively 
little variable operating costs per message. 

The following crucially important’ conclusion stands 
out from the foregoing discussion. In terms of classical 
textbook economics, a given IRC's seldcl tation efforts would 
quickly tend to expand until the marginal solicitation cost 
expended per routed message received from Western Union approached ~ 
the total revenue that the [RC received not only from that 
routed message but also from up to six or seven additional 


outbound and inbound messages. This is so since the variable 


*Of course, for messages originating with the IRCs the initial 
handling is performed by them rather than by Western Union and 


such carriers bear the acceptance costs incurred. 
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operating costs per message are minimal and the potential 
revenue increase through the multiplier effect is as described 
above. 

Of course, an IRC may be constrained in its selling 
effort to some extent by the assumption that its competitors 
would also be increasing their own selling efforts, but there 
is now no way of knowing at what point such a constraint 
wuld develop if at all. It may be noted from the table 
above that the total revenue now received by all of the IRCs 


from routed outbound telegrams originated by Western Union is 


only about $1.3 million annually. However,.it is vitally 


important to consider that even under the present formula, 
which intentionally discourages excessive solicitation, the 
amount spent by the IRCs for solicitation of routings probably 
exceeds their total revenue of $1.3 million from routed outbound 
traffic. If the IRCs are now apparently willing to spend 
approximately as much on soliciting routed outbound traffic 

as the entire revenue they now receive from such traffic, how 
much more could the Commission expect they would spend on 
solicitation if it condoned sie muieioiies principle and 
thereby caused the entire $10.3 million annual revenue pool 

to be distributed more or less in proportion to solicitation 


effort? 


We believe it is very important for the Commission to 


-9- 
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realize that the adoption of the ITT proposal with its irrational 
multiplier effect, which would lead to rampant and costly 
sclicitation effort as described above, would be without precedent 
in all regulated industry practice. Clearly such a radical 
departure from traditional regulatory concepts should not be 
made without every assurance that such action will not have an 
adverse effect on the public. 

We believe that this again demernstrates the validity 
c£ the user-oriented logic of the original formula. As noted 
in prior comments, the Commission recognized that the formula 
“ould create a certain disincentive to undue solicitation effort. 
For routed traffic. Thus it stated in the Western Union Merger 
Proceeding that the combination of routed, unrouted, and self- 
originating traffic 

diminishes the incentive of the international 

carriers to expend effort and revenues in attempts 

to divert traffic from each other by solicitation 

efforts which may not improve quality of service; 

and it also diminishes the necessity for these . 

carriers to build up additional facilities for the 

collection of their own traffic, in duplication of 

existing facilities of the merged company. These 

savings should contribute to a more efficiently 

and economically operated international telegraph 

system. 10 FCC 184, 191 (1943). 

While the Commission wisely wrote this over thirty 


years ago, the basic finding that the savings would contribute 


to a more efficient and economical telegraph system remains 
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as true today as in 1943 and has not been refuted by ITT or 


TRI. 


TRT Proposal 


TRT has submitted two different proposals. First, 
it states that the most equitable method of distribution would 
be to divide all unrouted traffic equally among all the carriers 
tariffed to serve a given destination. Second, it apparently 
recommends that, as an alternative, the unrouted traffic 
should be distributed among those carriers tariffed to serve 
a given location in proportion to the routed traffic origin- 
ating on the Western Union system received by a carrier.* 

As to the first alternative, we belteve that its so 
obvious that the method was selected only to benefit TRT, 
that serious attention need not be raid to it. It would be 
most inequitable to give TRT an equal share of the telegram. 
traffic to ail locations in view of its very small present or 
historical volumes to those places. Indeed, such a method would 
constitute an outright windfall to that carrier without any 


justification. Moreover, not only would such a proposal 


*It is not clear from the TRT comments whether it meant to 
exclude from the second option those routed messages origin- 
ating on the Western Union system in gateway cities or to 
exclude such messages. Taken as a whole, its three rounds 
of comments appear to support the former interpretation and 
accordingly our calculations have used this approach. 
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provide TRT with a borenza of unrouted traffic but would also 
ostensibly give other limited franchise carriers as United 
States-Liberia Radio Corporation and French Telegraph Cable 
Company the same right also to get an equal share of the un- 
routed traffic. 

The second TRT alternative, while appearing to be 
a slight modification of the ITT plan, is considerably different. 
In fact, it would give any carvier tariffed to serve a given 
location, unrouted traffic in proportion to the routed traffic 
originating with Western Union handled by that sewetee: As 
compared with ITT's suggestion, the ..odification by TRT would, 
in addition tc presenting the incentive for excessive sales 
expenditures, acts against the interests of the United States 
carriers as a whole since carriers with indirect circuits would 
retain proportionately less revenue than those with direct 
circuits. Inasmuch as traffic sent via indirect routes requires 
a greater out-payment to the foreign correspondents than 
with identical traffic via direct circuits, the nove traffic 
that is artificially designated to go to a carrier without a 
direct route, the greater would be the loss to the United 


States, the international record carrier industry, and the 


telegram filers. 
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RCA Glocom estimates it would lose approximately 
$3,000,000 of outbound GIT per year under the TRT plan. Thus 
we submit that the Commission should if it makes any change 
in the existing formula, refrain from modifications which 
would operate in the manner just described. 


Office of Telecommunications Draft Report 


While the above suggestions are the only ones raised 
to date formally by any of the carriers interested in the 
formula, it should be noted that a draft report prepared by 
the Polis’ Support Division of the Office of Telecommunj.cations, 
U. S. Department of Commerce* (OT), which was distributed to 
the international carriers, recommended that the Commission 
require all traffic originating on the Western Union system 
be routed by the sender. This proposal would eliminate the 
_unrouted traffic by forcing the originator of a telegram to 


select an international carrier. 


*The OT report is prefaced by the following notation: 


These papers result from a continuing effort to 
maintain total awareness of activities of interest 
to, of affecting, telecommunic ations, and to 
explore all alternatives to present and contemplated 
systems and issues. They are reproduced to stim- 
ulate discussion of new ideas, to provide data, or 
to supply background information about various. 
topics related to telecommunications and telecommun- 
ications policy. They do not necessarily represent 
completed studies or official positions, either of 
the authors, the Policy Support Division, the Office 
(continued on next page) 
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In addition to creating all of the same problems 


with respect to mounting sales expense which would soon 


‘increase rate levels, the proposal would provide an unjustified 


advantage to Western Union International, Inc. by virtue of the 
similarity of names between Western Union and Western Union 
thternationsl, In the period since the divestment and the 
attendant formation of Western Union International, we have 
routinely and repeatedly experienced a condition in the U.S. 
communications marketplace of customer confusion with respect 
to the separation of the organizations bearing the Western 
Union name. : 

The existence of confusion in the minds of customers 
and their inability to differentiate between Western Union 
International and the domestic company was substantiated by a 
market survey undertaken in January 1973 for RCA Global 
Communications, Inc. by Palshaw Measurement, Inc. of Southport, 
Connecticut. The survey was conducted among 1031 telex 
operators and communications managers in the gateway cities 

# 
of New York, San Francisco and Washington, D.C., in the non- 
gateway cities of Boston, Chicago and Los Angeles and in 15 


other non-gateway cities in order to test the respondents’ 


(continued from previous page) 


of Telecommunications, Department of Commerce, or 
the Office of Telecommunications Policy. Instead 
they are working papers representing the current 
views of the responsible research team leaders 
preparing them. 
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awareness and attitudes toward three leading international 


telex carriers. 


Tabulated sults of the survey indicated that half 


(49%) o ose respondent& who said that "Western Union" was 


he carrier they used claimed that they meant the international 


carrier, but 40% didn't know i it was the domestic or 
f 
international carrier, 67% slau as meant both domestic and 


international carrier and 4% felt that it meant only domestic 


rotwithstanding Ahat the original question addressed 
va . > > aa = 
4 


\ . 
self tg internatjonal carriers only. 


carri 


\This difficulty experiended by the U. S. communicating 
public in differentiating between the domestic and inter- 
national Western Union companies is fostered by the less than 
specific identification practices used by the domestic company 
for labeling its many thousands of customer telex machines. 
The photograph appendix as Attachment 11 shows a typical 
customer's machine. The face plate ey reads "Western 
Union." The side saddle paper is printed "Western Union 
Telex Service," the dial plate shows "WU Telex" and the ser- 
vice plate is headed "Western Union Telex." 

: The extent to which public confusion over the 
Westecn Union/Western Union International names impacts telex 


routings is indicated by the higher levels of participation 


fig et 


dies 
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in hinterland telex originations enjoyed by Western Union 
International. Based on information and belief, Western Union- 
International received approximately 38% of international 
telex traffic originated in the Western Union telex system in 
June 1974, In the same period, ITT received 31% of this 
traffic while RCA Globcom received 29%. ; 

The foregoing situation exists notwithstanding the 
facts that (a) Western Union Internitional was by no means 
the first carrier to enter the international eelex peat o 
(b) Western Union International's marketing and advertising 
expenses are not siginficantly higher than hese of either 
ITT or RCA Globcom and (c) Weeres Union International's 
scope of telex operations (overseas points served) is-not the 
largest in the industry. 

Western oe International may argue that it 
enjoys its larger share of the Western Union Telex market 
because of claimed superior service. In this connection, it 
should be noted fae Gestens Union International, with the 


same quality of service, provides only about 22% of the total 


international volume, a point that strongly establishes that 
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it would be grossly unfate to bestow on Western Union 
Subbewntraant the benefits of forced routing of internal 
telegrams. : 

It is not unreasonable to conclude, therefore, that 
public confusion vis-a-vis the Western Union name benetice 
Western Union International in the Western Union segment of 
the international telex marketplace. It is also reasonable 
to suggest that a similar benefit sicoude to Western Union : 
tyoeeneth bined in the hinterland telegram market and, further, 
that this benefit pois be greater if the peceenaciical 
formula was abolished and all overseas telegrams had to be 
routed by the sender. 

The impact of the seueestes OT alternative to the 
existing formula must be viewed in the léghe of an accurate . 
understanding of the hinterland telegram market place. 
During the period June 23 through 27, 1975, RCA Globcom made 
an analysis of all routed and unrouted telegrams transferred 
to it by Western Union. The results of this analysis showed 


that 57% of the unrouted traffic was of a social character. 


All of this traffic carried full addresses (not registered 
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code addresses) and full or no signatures. All messages 
were filed either by telephone (96%) or at Western Union 
public offices (4%). None were filed by telex or TWX. 

The "social" segment of the marketplace is character- 
ized by occasional and infrequent use of telegram service. 
Aside from its geographic dispersion, most of the social 
filers of telegrams do not use the service with sufficient 
frequency to form opinions as to the relative merits of the 
competing international services nor are they likely to be 
particularly interested in the fact that there are competing 
services. oe 

Another pertinent finding of the previously- 

mentioned Palshaw Survey established (a) that slightly more 
than half of the telex operators surveyed were under 30 
years of age and (b) that there appeared to be a high turnover 
among telex operators with the highest percentage having less 
than oe year of experience and the weighted average number 
of years of service being 2.8. This finding suggests a 
need repeatedly to re-sell and re-educate hinterland customer 
staff whose unawareness of any carrier other than Wankern 


Union keenly determines the routing of both overseas telex 


and telegram traffic. 


8. 323 


It must be recognized that the Commission in 
prescribing the formula has a definite obligation to avoid 
confusion arising in the minds of the public as to the 
carrier actually carrying its messages. Thus in the Western 
Union Divestment Case the Commission stated that "it would 
be inconsistent with our function as administrators of the 
act to permit circumstances to arise under which the public 
may be misled as to the carrier to which it entrusts its 
communications, particularly since this could operate to 
deprive competing carriers of traffic they might otherwise 
receive.” 30. FCC 323, 344 (1961). Forcing filers to route 
all telegrams would by itself unfairly deprive RCA Globcom 
of traffic because of the confusion in the filer's mind 
between Western Union International and Western Union, 


especially in the hinterland. 


REQUEST FOR ORAL, EVIDENTIARY HEARING 


RCA Globcom has previously stated to the Commission 
that Section 222 (e) (3) requires that any change in the 
formula can be made only after the requirement for a "full 


hearing" has been satisfied by means of an oral, evidentiary 


hearing. See for example, RCA Globcom's letter to the 
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Commission dated January 15, 1974. In our later comments 

in this proceeding, we had stated it appeared that the 
completion of the Western Union statistical study would 

provide a sufficient factual basis to enable the Commission 

to proceed with a paper proceeding rather than an oral, 
evidentiary one. However, the very far reaching significance 
of the proceeding on the rates to the public and the effects 

on the carriers from any serious consideration which might be 
given either the ITT or TRT proposals now requires RCA Globcom 
to again assert its right to a full hearing. At such a hearing, 
RCA Globcom would intend to show, among other things, through 
expert economic, financial and marketing testimony the effect 
of the proposals suggested by ITT and TRT, as well as the OT 
draft report. We submit that only through an oral presentation 
tested by on-the-record ecuubrevent dickens will the full 
Significance of this essential testimony be made explicitly 
clear to the Commission. Without this full hearing, RCA 
Globcom and even more importantly the public will be denied 


the due process protection given by the Statutory requirements 


of Section 222. 
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Information Submitted 


In order for the Commission to make a complete 


evaluation of the ITT and TRT proposals, as well as supply 


the traffic statistics requested in the Commission's order, 


RCA Glebcom is submitting the following iniormation: 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


Attachment 


1 


11 
12 


Affidavit Of E.W. Peterson 


ITT Plan, Gain Or Loss To RCA Globcom 


ITT Plan, Redistribution Of Unrouted 
Transfers 


Destinations With No Direct Circuits 
Routed Messages For Destinations With 
No Direct Circuits For Individual 


Carriers 


Routed Messages For Destinations With 
No Direct Circuits For Any U.S. Carrier 


TRT Plan, Gain Or Loss To RCA Globcom 


TRI Plan, Redistribution Of Unrouted 
Transfers 


‘ Messages Filed Directly With RCA Globcom 


By Destination 


Source Of Messages Filed Directly With 
RCA Globcom 


Photograph Of A Western Union Teleprinter 


Affidavit Of R. J. Angliss 
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CONCLUSION 


RCA Globcom again urges the Commission to find that 
ITT and TRT have not shown that the existing formula is unjust, 
unreasonable, inequitable, and not in the public interest. 
Instead they have merely put forth proposals which will have 
such serious impact on the public that thy could not possibly 
meet the statutory standards in Section 222 of the Communications 
Act. As shown above, the ITT and TRT proposals fail to meet 
these criteria inasmuch as they were designed only to benefit 
those carriers, without consideration as to any public benefits 
they might have. 

Respectfully submitted, 


RCA GLOBAL COMMUNICATIONS, INC. 


s/ Francis J. DeRosa 


s/ Carl J. Cangelosi ‘ 


Its Attorneys 
60 Broad Street 
New York, New York 10004 


August 1, 1975 


day of August, 
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CERTIFICATE OF SERVICE 


I, Mary S. Ruedi, hereby certify that on this lst 


1975, I mailed a copy of the foregoing document 


by United States mail, postage prepaid, to the, following: 


Walter R. Hinchman 

John F. Copes, Esq. 

Federal Communications Commission 
Washington, D.C. 20554 


John H. Munroe 
International Quota Bureau 
26 Broadway 

New York, New York 10004 


John A. Ligon, Esq. 

ITT World Communications Inc. 
67 Broad Street 

New York, New York 10004 


Roger P. Newell, Esq. 

Western Union International, Inc. 
One WUI Plaza 

New York, New York 10004 


J. R. Moman 

TRT Telecommunications Corporation 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


J. A. Berenger 

The French Telegraph Cable Company 
25 Broad Street 

New York, New York 10004 


Laurence Singer, Esq. 

. The Western Union Telegraph Company 
1828 L Street, N.W. 

Washington, D.C. 20036 


H. J. Clarke 

Canadian National Railway Company 
151 Front Street, West 

Suite 532 

Toronto 1, Ontario, Canada 


Lee M. Mitchell, Esq. 

Sidley and Austin 

1730 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


United States Liberia Radio Corporation 
1200 Firestone Parkway 
Akron, Ohio 44300 


Wiliiam English, Esq. 
Comsat General Corporation 
940 L'Enfant Plaza, S.W. 
Washington, D.C. 20024 


s/ Mary S. Ruedi 
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AFFIDAVIT OF EDWIN W. IT:TERSON 


STATE OF NEW YORK ) 
) ss.: 
COUNTY OF NEW YORK ) 


Edwin W. Peterson, being duly sworn, upon oath deposes 
and states as follows: 

I am Executive Vice President, Finance and Business 
Development, of RCA Global Communications, inc. (RCA Globcom). 
As such I have responsibility for all of the financial matters 
of RCA Globcom. I am familiar with the statements of fact set 
forth in the foregoing "Supplemental Comments" with the exception 
at on part dealing with the draft proposal of the Office of 
Telecommmioations. U.S. Department of Commerce. To the best of 


my knowledge they are true and correct. 


! Clin Hi Caen 


Edwin W. PetetSon 


Subscribed and sworn to before me this 29th day of July, 


1975, 
ee ie q 7 ere 
MOTH: Y itirutn, 19 Eo +e ORK CL, / 
No. 44.3378680 
Qualified in fct:mond Cranty 5 Pion 3 tet G 
Commission Expises March 3), 1977, QUI Ke NB Sete Pete 
My Commission expires: ; Wo, 4s2a3iaad 


; Ousfified in Richmond Cou y 
: © -OMmission. £xpives March. 30, 19 
a aeneneneeneeneeenemenemeenememmnata” 
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LTT PLAN 


GAIN OR (LOSS) TO RCA GLOBCOM BASED ON 


13 WEEK WUD STUDY 


No. of Gross International 
Telegrams Tolls 
Area A (29,034) (203,244) 
B 11,107 49,697 
Cc ; (58,849) (342,190) 
Total (76,776) (495,737) 
*Annualized (308,285) (1,990,595) 


*Annualized at 52.2 weeks ‘®r year. 
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AREA A se 
( oa4 
Destinations With No Direct Circuits 
of 
ONROUTED 
RCA 
DESTINATION ITT GLOBCOM TRI WUL TOTAL 

Cyprus 555 
Gibraltar 67 
Lechtenstein 81 
Malta 613 
Afghanistan 369 
Arabla 4 061 
Ascensin Is. 4 
Azores 532 
Botswana 175 
Brundi 42 
Cameroon Rep. 266 
Canary Is. 325 
Cape Verde Is. 332 
Cent. African Rep. Sl. 
Chad Rep. 48 
Comores 7 
Congo Rep. 29 
ee Dahomey Rep. 82 
: Ethiopia 858 
Faroe Is. 5 
Fr. Terr.of Afars/Issas 14 
, Gabon Rep. 48 
Gambia 942 
Ghana il 775 
Greenland - 42 
Guinea 72 
Iceland 650 
Iraq 1 151 
Kenya 2 234 
Lesotho 52 
Libya 1 448 
Maderia Is. 77 
Malagasy Rep. 127 

Malawi 162 ° 
Maldive Is. 3 
Mali Rep. 91 
Mauritania Rep. 2 
Mauritius 119 
‘ Mozambique 155 
Nepal 582 
Niger 77 
Nigeria 5 639 
Persian Gulf. 2 920 
Port, Guinea 532 


Reunion Is. 4 
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AREA A 


Destinations With No Direct Circuits 
et mith No Direct Circuits 
UNROUTED : 
RCA NOT 


DESTINATION ITT GLOBCOM TRI WWI IDENTIFIED TAL 
Rhodesia 677 

Rodriguez Is, 

Rwanda 18 

St. Helena 1 
Senegal 231 

Seychelles 97 

Somali Rep. 55 

Sp. No. African Poss. 1 

Sp. Sahara 4 

Srilanka 1 036 

Sudan 369 

Swaziland 147 

Syria 691 

Tanganyika 497 

Togolese Rep. 167 

Uganda 138 

Upper Volta on 

Zambia 638 

Roumania 142 433 & 
Albania 

Bulgaria 

Estonia 49 140 
Latvia 


Lithuania 
ee eee eieienrenceeinienelinrie imental cles lsishasansaLalesensenccoss chike oes 


Totals 142 32 331 - 148 1 32 622 


DESTINATION 


Margarita 

Bermuda 

Turks & Caicos Is. 
Virgin Is. 

Br. Honduras 
Falkland Is. 

Fr. Guinea 

Guyana 

Uruguay 


Totals 
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Destinations With No Direct Circuits 


UNROUTED 
RCA 
itt GLOBCOM TRT WUT TOTAL 
1 
1 519 
44 
321 1 285 
ae 
6 
28 
1 597 


322 4h 746 6 443 7 aoe 
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DESTINATIONS 


Midway 

Wake Is. 

Br. Samoa 
Samoa 
Canton Is. 
Chatham Is. 
Cook Is. 
Fiji Is. 
Gilbert & Ellice 
Nauru 

New Guinea 
Norfolk Is. 
Pitcairn Is. 
Solomon Is. 
Tonga 

New Caledonia 
New Hebrides 
Timor Is. 
Macao 

Tibet 

Khmer Rep. 
Laos 
Caroline Is. 
Marshall Is. 
Brunei 


Totals 


33% 
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AREA C 


Destinations With No Direct Circuits 


UNROUTED 
RCA NOT 
tir GLOBCOM TRI WUI IDENTIFIED TOTAL 


391 


550 


426 = «1 «916 2 570 2 910 


DESTINATION 
Bangladesh 
Great Britain 
Ireland 
Finland 
Portugal 
Spain 
Sweden 
Switzerland 
Russia 
Algeria 
Egypt 

India 

Tran 

Israel 
Ivory Coast 
Jordan 
Lebanon 
Morocco 
Pakistan 
South Africa 
Tunesia 
Turkey 
Zaire 
Liberia 
Austria 
Belgium 
France 
Germany 
Holland 
Norway 
Czechoslovakia 
Denmark 
Greece 
Hungary 
Poland 
Yugoslavia 


Totals 
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AREA A 


for the individual carriers involved. 


Routed messages for destinations with no direct circuits 


ROUTED 


RCA 
ITT  GLOBCOM TRT 
121 sal 
4 
4 
18 


110 
17 


745 64 


82 7 
74 10 


ewniamoene cece miata 


1 761 


106 
244 


4 734 7 843 


DESTINATION 


Argentina 
Bahamas 


Barbados (BWI) 


Bolivia 
Chile 
Costa Rica 


Dominican Republic 
French Antilles 


Haiti 
Honduras 


Neth. Antilles 


Paraguay 
Peru 
Salvador 
Surinam 
Venezuela 


DESTINATION 


Australia 
Burma 


Fr. Polynesia 


Hong Kong 
Indonesia 
Japan 
Korea 
Malaysia 
Mariana Is. 
New Zealand 
Singapore 


Taiwan (Rep. of China) 


Thailand 
Vietnam 
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AREA B 


for the Individual Carriers Involved 


Routed Messages for Destinations with no Direct Circuits 


ROUTED 
RCA 
IIT CLOBCOM =: TRT wuL 
199 
158 258 
436 
13s 
182 
365 
149 
62 37 76 
98 289 
341 212 
125 
81 33 86 
492 194 
225 
98 39 103 
530 
582 650 2 358 1 389 4 979 
AREA C 
Routed Messages for Destinations with no Direct Circuits 
for the Individual Carriers Involved 
ROUTED One 
RCA 
Ltr GLOBCOM TRI WUL 
72 
34 6 95 
5 
29 
32 
78 2 193 ' 
36 
32 
il 
549 44 529 
j 27 
56 
71 816 
301 9 231 
895 497 3 864 5 256 
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Routed Messages for Destinations with no Direct 
Circuits by any U.S. Carrier 


ROUTED 
RCA 

DESTINATION ITT GLOBCOM TRT WUL TOTAL 

Cyprus 55 28 1 ss © 
Gibraltar 5 8 - ped 24 
Liechtenstein 2 13 - 8 23 
Malta 71 27 4 44 146 
Afghanistan 20 46 3 25 94 
Arabia 1 014 878 34 723 2 649 
Azores 10 10 1 17 38 
Botgwana 4 4 ~ 4 12 
Brundi 4 2 - 1 7 
Cameroon Rep. 21 24 - 32 77 
Canary Is. 41 33 4 26 104 
Cape Verde Is. - - 8 10 
Cent. African Rep. 3 9 ~ 6 18 
Chad Rep. 5 10 - 19 34 
Congo Rep. 5 2 - 13 23 
Dahomey Rep. 9 8 1 32 50 
Ethiopia 92 123 11 115 341 
Fr. Terr. of Afars/Issas 15 6. ~ - 21 
Gabon Rep. 8 14 3 67 92 
Gambia 30 81 2 61 174 
Ghana 98 119 11 146 374 
Greenland 7 - - 3 10 
Guinea 6 10 1 10 ya 
Iceland 116 104 9 62 291 
Iraq 242 349 i3 186 790 
Kenya 183 327 9 181 700 
Lesotho - 2 - ~ 2 
Libya 300 222 18 282 822 
Maderia Is. 9 7 - ~ 16 
Malagasy Rep. 24 16 2 ll 53 
Malawi 14 13 4 7 38 
Mali Rep. 3 a. ~ 31 48 
Mauritania Rep. 4 20 - 20 44 
Maurituis 18 28 2 14 ‘ 62 
Mozambique . 30 44 12 31 117 
Nepal 29 58 1 42 130 
Niger ~ 6 ~ Lo 19 
Nigeria 464 567 10 592 1 633 
Persian Gulf 419 388 25 346 i 178 
Port Guinea 76 102 10 98 286 


Reunion Is. 4 5 - ~ 9 


3414 
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AREA A 


Routed Messages for Destinations with no Sirect 
Circuits by any U.S. Carrier 


R 

DESTINATION ITT  GLOBCOM TRI wuL TOTAL 
Rhodesia 25 33 2 28 88 
Rodriguez Is. - 1 - - 1 
Rwanda - 4 - 5 9 
Senegal 16 17 2 19 54 
Seychelles 1 5 2 1 9 
Somali kep. 28 1? ~ 23 69 
Sp. No. African Poss. - - 1 1 
Sp. Sahara 1 - ~ ~ 1 
Srilanka’ 103 126 9 116 354 
Sudan 81 82 13 45 221 
Swaziland 2 3 - 7 13 
Syria 89 66 3 64 222 
Tanganyika 46 57 - 65 168 
Togolese Rep. 10 22 1 33 66 
Uganda 8 10 ~ 17 35 
Upper Volta i 4 Bo 15 23 
Zambia 42 153 14 85 294 
Roumania 96 80 4 83 263 
Albania 

Bulgaria 

Estonia yd = - 53 131 
Latvia 

Lithuania 


Totals 4 035 4 466 244 4 003 12 748 


DESTINATION 


Margecita 
Bermuda - 


Turks & Caicos 7s 


Virgin Is. 
Br. Honduras 
Falkland Is, 
Fr. Guinea 
Guyana 
Uruguay 


Totals 


DESTINATION 


Midway 

Br. Samoa 
Samoa 
Chatham Is. 
Cook Is. 
Fiji Is. 
Gilbert & Ellice 
Nauru 

New Guinea 
Norfolk Is. 
Pitcairn Is. 
Solomon Is. 
Tonga 

New Caledonia 
New Hebrides 
Timor Is. 
Macao 

Khmer Rep. 
Laos 
Caroline Is. 
Marshall Is. 
Brunei 


Totals 


Routed Messages for Destinations with no Direct 
Circuits by any U.S. Carriers 


AREA B 
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ROUTED 
RCA 
ETT GLOBCOM TRI WUL TOTAL 
1 1 
166 118 57 184 525 
- - 1 - 1 
489 90 . 58 154 791 
74 41 179 69 363 
- 3 - - 3 
6 9 1 5 21 
164 99 48 152 463 
248 206 46 309 809 
1 147 567 390 873 2 977 
AREA C 
Routed Messages for Destinations with no Direct 
Circuits by any U.S. Carrier 
oo ROUTED 
RCA - 
TIT GLOBCOM RT WUL TOTAL 
- = - 3 3 
13 24 - 2 39 
46 66 32 147 
| ui - - 1 
3 - - - 3 
38 87 38 164 
1 - - i 2 
- 3 - - 3 
29 18 22 70 
2 ~ - ~ 2 
- - - 6 6 
1 4 - 4 9 
4 10 - 2 16 
60 34 2 16 112 
7 9 2 Z 18 
1 2 1 - 4 
- 2 “ - 2 
14 78 5 32 129 
7 14 - 7 28 
12 8 - 3 23 
8 7 - & 19 
29 22 3 8 62 
275 389 16 182 862 
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GAIN OR (LOSS) TO RCA GLOBCOM BASED ON 


13 WEEK WUD STUDY 


Number of Gross International 
Messages Tolls 


( 69 037) ( 414 573) 


Li 320 52 425 


( 68 301) (_ 403 873) 
(126 018) ( 766 021) 


*ANNUALIZED (506 006) (3 075 864) 


*ANNUALIZED AT 52.2 WEEKS. 
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Dec. Feb. average €.1, 7. Cote Or (Less) 


Pee Message for Transfers a ¢ L i 
2. J LP Total - a a) Cal 
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MESSACES FILED DIRECTLY WITH RCA GLOBCOM SIOWN SEPARATELY BY Attachment 9, Page lo 


GATEWAY CLiY OF ORIGIN AND COUNTRY OF DESTINATION 


AREA_A __ December 1974 Jawuary 1975 _ 


San Fran, Wn. D.C, Tota New York San Fran, Wn, D.C, 


Treland vu 16 
United Kingdom 733 229 


179 20 
286 644 


Cyprus ; | 25 123 1 
Finland 39 14 164 48 
Gibraltar 21 2 
Liechtenstein 8 1 
Malta 118 10 
Portugal 547 50 
U.S.S.R. 547 54 
Spcin 617 132 
Sweden 594 154 
Switzerland 7 $26 226 
Vatican City 4 

Subarea Total 269 


al 
302 
535 
Subarea Total 764 245 $ 837 465 664 
156 
266 


Afghanistan 163 
Algeria . 210 
Arabia Saudi 074 
Azores 10 
Bahrein 284 
Bangladesh 749 
Botswana 47 
Burundt£ 90 
Cateroon 218 
Canary Is. 6 66 
Cape Verde 33 
Cent, African Rep. 43 
Ceylon (Srilanka Rep.) 559 
Chad 76 
Comores : * 
Congo-Braz (Congo Rep.) 28 
Congo-Kins (Zaire) 396 
Dahomey 67 
Ethtlopia 

Eq. Guineas 

Faroe Is, 

Afar « Issas 

Gabon 

Cambla 

Ghana 

Greenland 

Culnea 

Teeland 

India 

Iran 

Iraq 

Israel 
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MESSAGES FILED DIRECTLY WITH RCA CLOBCOM SHOW SEPARATELY BY 


GATEWAY CITY OF ORICIN AND COUNTRY _OF DESTINATION 


ARFA_A_(continued) : December 1974 January 1975 February 1975 


New York San Fran, Wn. D.C, j New York San Fran. Wn. D.C. Total New York San Fran, Wn. D.C, Total 


Ivory Coast 185 14 55 13 65 273 176 : 42 | 34 
Jordan 209 13 az 7 4l 231 169 30 206 
Kenya $89 59 75 59 94 852 2 66 663 
Kuwait . 512 49 16 57 35 636 29 562 
Lebanon : 087 36 93 417 87 207 
Lesotho fi 14 39 . 21 36 : v7 23 
Libya oe 546 25 0 31 738 193 638 
Maderia Is. 46 - : 1 34 : : Z 49 
Malagasy 165 24 52 39 234 23 164 
Malawai 43 18 104 36 115 
Malt 37 59 170 68 159 
Maritania 19 16 96 24 : 80 
Mauritius 44 45 168 4&4 134 
Morocco “7 12 317 14 252 
Mozambique - - 211 1 75 
Muscat = Oman 14 17 114 20 i 

Nepal 58 50 215 48 

Niger 27 132 27 

Migerla 381 17 


Pakistan 484 176 
Portuguese Guinea 8 


Qatar 133 
Reunion Is. Pk? 
Rhodesia, South - Nags 
Rwanda 88 
St. Helena z 
Senegal 
Seychelles 
Sierre Leone 
Somalia 

So. Africa 
So. W. Africa 
Sp. Morocco 
Sp. Sahara 
Sudan (The) 
Swaziland 
Syria 
Tanzania 
Togo Rep. 
Trucial St. 
Tunesia 
Turkeu 
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036 | 519 
Uganda 227 138 
United Arab Rep. 206 | 924 
Upper Volta 157 | 100 
Yemen 5 152 | 100 
Yemen So. 114 63 
Zambia 352 || 201 


Subarea Total 38 595 Vee 27 455 
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AREA A (continued) 


Liberta 

Austria 

Belgium 

France 

Germany : 

Germany - East 
Subarea Total 

Netherlands 

-Italy 

" Norway 

Czechoslovakia 

Denmark 


Greece 


Vungary 


“+ Poland 


Roumania 


Yogoslavia 


* Albania 


Bulgaria 


- Estonsa 


Latvia 

Lithuanfa 

Luxembourg - 
Subarea Total 
Area A Total 


MESSAGES FILED DIRECTLY WITH RCA GLOBCOM SHOWN SEPARATELY BY 


ee ce 


GATEWAY CITY OF ORIGIN AND _COUNTRY_OF DESTINATION 


December 1974 January 1975 


New York San Fran. Wn. D.C. Total New_York San Fran. Wn. D.C. Total 


631 11 143 785 590 13 152 755 


356 ie 21 41S 372 34 12 


675 76 


121 
185 
54 761 
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February 1975 
New York San Fran, Wn. D.C, Total 


586 "13 144 743 
330 a7 1S 
46 
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MESSACES FILED DIRECTLY WITH RCA GLOBCOM SHOWN SEPARATELY BY 


GATEWAY CITY OF ORIGIN AND COUNTRY OF DESTINATION 


December 1974 January 1975 February 1975 i 
New_York San Fran, Wn. D.C, New York San Fran. Wn. D.C. Total New York San Fran, Wn. D.C, Total 
Bahamas 1 2 ot 6 1 1 073 31 4 1 108 


Anguilla 

Antigua 

Barbados 

Bermuda 

Carriacou 

Cayman Is, 

Dominica 

Grenada 

Montserrat 

Nevis 

St. Christopher 

St. Lucia 

St. Vincent 

Tobago 

Tortola 

Trinidad 

Turks Is. 

Virgin Is. - Gorda 

Virgin Is. + British 
Subarea Total 
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99 
320 
282 
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101 
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301 
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Cuba 


Dominican Republic 
Haitel 
Subarea Total 


Jamaica 
Puerto Rico 


Curacao 
Cuadeloupe 
Martinique 

St. Croix 

St. John 

St. Marteen 

St. Thomas 

Subarea Total 
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MESSAGES FILED DIRECTLY WITH RCA _GIOBCOM SHOWN SEPARATELY BY 


GATEWAY CITY OF ORIGIN AND COUNTRY OF DESTINATION 


AREA B (continued) December 1974. January 1975 a February 1975 
New_York San Fran, Wn. 0,C. Total New_York San Fran, Wn. D.C, Total New York San Fran, Wn, D.C, 
Canal Zone 54 25 4 83 63 12 2 78 51 15 
Costa Rica 600 165 11 776 655 123 22 800 567 138 
Guatemala 648 1385 a7 870 677 140 31 848 587 138 
Honduras : 634 141 26 801 711 99 30 840 635 85 
Nicuragua 545 159 32 736 603 156 16 775 484 128 
Panama 702 86 4 802 675 64 14 753 591 54 
Salvador 563 104 lL 678 557 86 18 661 471 108 
Subarea Total 746 $65 135 746 941 680 134 755 386 666 


Colombia 285 38 302 44 


Ecuador 079 2 43 066 33 
Venezucla . $39 493 161 
Subarea Total 618 559 194 


Argentina 

Pelivia 

Brazil 

Chile 

Falkland Is, 

Fr, Guiana 

Guyana 

Paraguay 

Peru 

Surinam 

Uruguay 
Subarea Total 
Area B Total 
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MESSAGES FILED DIRECTLY WLIN RCA CLOBOCOM SIIOWN SEPARATELY BY 


GATEWAY CITY OR ORIGIN AND COUNTRY OF DESTINATION 


AREA C December 1974 


January 1975 February 1975 
New York San Fran, Wn. D.C. Total New York 


San Fran, Wn. D.C, Total New York San Fran. Wn. D.C. 


await ! 30 742 


Guar 7 274 


Midway cae : - 1 


Samoa "ritish : 22 
Samoa Island 


Look Is. 
Fiji Is. 
Cilbert & Ellice 
Nauru Is. 
Norfolk Is. 
Papua 
Pitcairn 
Solomon Is. 
Tonga Is. 
Subarea Total 


French Polynesia 

New Caledonta 

New Hebrides 

Portugese Timor 
Subarea Total 


Hongkong 


. Catna 
Macao 
Mongolia 
Subarea Total 


Burma 
Indonesia 
Formosa 


Cambodia 

Laos 

Vient Nam-North 

Vient Nam-South 
Subarea Total 


Caroline Is. 
Japan “ 
Mariana 
Marshall 
Subarea Total 


AREA C (continued) 


Korea 
Brunet 
Christmas Is, 
Cocos-Keel 
Malaysia 
Singapore 

Subarea Total 
Philippine Is. 
Thailand. 

AREA C TOTAL 


ALL AREA. TOTAL 


York San Fran, Wn. D.C, Total York 


MESSACES FILED DIRECTIY WITH RCA CLOBCOM SIWWN SEPARATELY BY 


December 1974 January 1975 


San Fran, Wn. 9.C, Total New York 


541 94 1 933 


454 
8 466 


16 843 
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February 1975 


San Fran, Wn. D.C, Total 


444 67 2 444 


22 


170 

1 660 

2 752 

2 236 

438 1 743 

6 903 28 140 


14 216 107 947 
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DIRECT FILE MESSAGES BY ORIGIN AND SOURCE 


OF ENTRY INTO THE RCA _GLOBCOM SYSTEM 


talon nent an Tene 


New York _ San Fran. Wn. D.C. Tota, |. 

~~ ee No. yA No. yA No. a 

Public Offices 2a toe y > 168 1 3 3k2 54 29 230 23 
Tielines 64 $91 . 63 14 148 84 2 085 34 81 124 64 
Telephone 12 360 12 2 S07 «Be 736 ps _15 623 y & | 


1) Total 103 001.100 16 843 100 6133 100 125 977. 100 


Oa ss «se ccreuecineincaienneiainiossinieteinieeit 
New York _ San Fran, Wn. D.C, Total 
No. 7 &. % No. % No. L 
Public Offices 28 084 27 170 1 3 689 59 31 943 25 
Tielines 64 490 62 14 471 85 1 938 31 80 899 64 
Telephone 1% _ 442 11 2 383 14 625 10 14 450 11 


1) Total 104 016 100 17 024 100 6 252 ...100 127 292 100 


February 1975 


New York San Fran. _ Wh, DC, Total 
No. We No. 7 No. % No. A 
Public Offices 22 829 26 142 1 3 615 61 26 586 23 
Tielines 54 439 62 12 084 85 1 837 31 68 360 63 
Telephone 10 537 12 1 990 14 474 8 13 001 12 


1) Total - 87 805 100 14 216 100 5 926 100 107 947. +100. 


December - Janua Total 


_New York San Fran. Wn. D.C, Total 

No. ts No. To No. % No. 7 
Public Offices 76 663 26 480 1 10 616 58 87 759 24 
Ticlines 183 820 62- 40 703 85 5 860 32 230 383 64 
Telephone mS eI 12 6 900 14 eae 10 43 074 12 
1) Total 294 822 100 48 083 100 18 311 100 361 216 100 


1) The totals are actual direct file messages (pickups) as reported to the 
_ International Quota Bureau. The breakdown as to source of entry into RCA 
Glébcom's system is based on percentages derived from monthly load log 
reports. : 
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Attachment 2 


AFFIDAVIT OF ROBERT J. ANGLISS 


STATE OF NEW YORK 


COUNTY OF NEW YORK 


_ Robert J. a being duty sworn, upon webl degases 

and states as follows: : 3 
I am Executive Vice President, Services, of RCA Global 

eee Ine. (RCA plohean): As such I have responsibility 
for ene marketing and Mee of RCA Globcom's international telex 
and telegram services. I am familiar with the statements of fact 
set forth in that part of shes feveusene "Supplemental Comments" 
dealing with the draft proposal of the Office of Telecommunications,— 


U.S. Department of Commerce. To the best of my knowledge they are 


true and correct. 


Subscribed and sworn to before me this 29th day of July, 


a ‘ | ff 5 4 C 
_ bee th Ah ef 


ees Public 
(3 


CHARLES M. LTHRHA 
HOlaw¥ FuBtiC, STALE OF ued wank 
No. 43-7378680 
Qualified In Richmond County 
Commission Explies March 30, 1976 


My Conmission expires: 


Petora the 359 


VEROLRAL GOP UNICNMION COmtalabiOn 
Wasiiiiatua, 1). C. 20854, ‘ 


In the Mater of 


lidernaultonel Regard Cartors’ Scope 

of Operations in the Coniinenial 

United Sriaies, Including Possible 
Revisions to the Forraula Prescribed 
Under Section 222 of the Communications 
Act 


Docket No. 19669 
RM-690 


SUPPLEMENTAL COMMENTS 

Il‘! World Communications Inc. (ITT Worldcom) herchy 
submits its supplemental comments (pursuant to the @uthorization 
of the Commission's Memorandum Opinion and Order, FCC 75-617, 
(Order), relaased June 6, 1975, inthe above captioned 
proceeding) addressed to the impact or cffect upon the issucs 
designated in this proceeding of the study of outbound internat- 

¢ 

ional message traffic conducted hy The Wesicrn Union Telegraph 
Company (Western Union). 

In its Coraments, Responsive Comments and Reply 

L/ 

Comments in this proceeding, 1TT Worldcom has already shown 
from a qualitative standpoint that the 30-plus year old Internaiion- 


al formula with its quotas tied to 1942 (or earlicr) market shares 


is sorely outdated and has for many ycars produced increasingly 


if Wated July 8, August 16, and September 3, 1974 respoctively 


360 
arbitrary and ineguitebl: distributions of unrouted outhoun:! 
message: telegraph trafiic. ‘thatVormula obviously docs not 
serve the public interest and must be revised. Specifically, 

['t?T Worldcom showed that the concents in the oresent Forsaulea of 
(1). fixed quotas tying both routed and unrouted traflic to 1442 
(or earlier) market share; (2) accumulation and continued 
application of "overages" and nlbhicioncies*. (3) Schedule B, 
which is nothing more than a private inarket-sharing agreement; 
and (4) the designation of certain ae Union offices in gateway 
cities as offices of Western Union International, Inc. (WU1) 
are al] scriously in conflict with the public interest and the 
forrnula mandates of Section 222 of the Conmmunications Act 

and must be excised from the Formula. ITT Worldcom further 
urged that the revised Vormuia be based on the simple, and 
clearly equitable principle that unrouted traffic be distributed 

in proportion to the traffic specifically routed to a given carrier 
via its authorized direct circuits to a particular point. 

While such a qualitative analysis establishes the untaw- 
fulness of the existing Formula beyond reasonable doubt, the 
quantitutive results from the Western Union traffic study co 
provide dramatic illustration of the unjust, unreasonable and 


grossly ineguitaubic results perpetuated by that Formula. 
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LISTING JRAPEIG. DISET UtON 


The Western Union sindy analyzed all traffic 
transferred to the U.S. international record cerriers curing 


~ 


the thirteen week period Leginning Sunday, December 1, 1274 
and ending Saturday, March 1, 1975. fhe results of the 
Western Union study were reported scparately for cach of the 
thirteen weeks of the siucy. In order to meke that data more 
readily usable for analysis and interpretation, the International 
Sus Bureau (I.Q.B.), on behalf of the participating internat- 
ional record carriers (IRC's), undertook to coinpile oF Suminarize 
the thirteen weekly reporis into a single unit covering the 
three month (13 weeks) pericd. These IQB data were then ar- 
ranged by ITT Worldcoin so as to show, by carrier, a breakdown 
between routed and unrouted Western Union transfers for each 


destination (using IQB "Arca" and “Subarea" classifications) 


and as between gateway and hinterland origins, A tabulation 


of t.is analysis is shown in ‘fables I (routed traffic) and II 


362 


(uanouted traffic) attached hereto, While the date in thos: 
Valles is largely self-explanatory, a few exainpies fom 


us 


these Tables will bo highlighted hereafter for iNustrative 
purposes. 
Considering [irsi the overall perspective (coinbined 


origins and total destinations), of the 687,568 unrouted 


messages transferred to the IRGs by Western Union duning 


~~ 


the test period, 11. 


a 
2 


percent went to ITT Worldcom, 48.4 
percent to RCA Global Communications, Inc. (RCA Globcom), 
37.9 percent to WUI, 1.4 percent to TRI Telecommunications 
Corporation (TRI), and 0.9 percent to United States - Liberia 
Radio Corporation and Fiench Telegraph Cable ae 


combined (hereafter "Other"). Correspondingly, for the 


‘ 


eee enn en me 


2/. The level of destination analysis in Tables I & Il is 
limited to Area and Overall totals, While these data are 
developed from an analysis of individual Subarsas—-those 
"work papers" will be availuble to the Conuaission or any 
party upon iequest therefor -- itis felt that inclusion in 
the ables of the large volume of data from the Subirce 
analysis would Jikely add more "clutter" than clarity as 
respects the issues of this proceeding. 


Lae 363 
cd 
sof 
202,455 totel rovied merges Lransterrced by Westar 


ca 


User to the gs, 34.4 p voor Went to Ty! Woridcorm, 
31.7 percent lo ROA Globcom, 28.5 percent to WUI, 


5.3 poreent to TRE, and G3 percent to vier. Illustrated 


in tabular form: the comperison would be: 


Messeges | Percent of | hiessages {Percent of 


Tord, 


Carrier Unrouted VYrausters | Row od Transtcrs 
t 


IT’ Worldcoin ree | 11.47 69,328 o4.2% 
RCA Globcom 332, 309 48.4% 64 Vlg S174 
Wul 260,528 37.9% 57,6756 28.9% 
TR 8,774 1.4% 19,740 5.3% 
Other 6,34 


Total: 687,568 202,455 


These comparisons prescni a graphic picture of the unjustness 
and inequity produced by the present formula distribution. A 


carrier which has gained a “vote of confidence" from thos¢ 


oo me ae sa 


3/ Excluded from the routed traffic total ere &,098 messages 
filed in Western Union gateway city offices which are presumed 
by the Sormula to be sy ‘Mically routed via WUT. Por purpose 
of this anady vis, these messages can be roughly analegizcd to 
gateway “pickups” of the other T2O's and which, by definition, 
are not incluced in the Western Union "transfers". 
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usern woking @ deltburats choices uf carricr, greater than theul 
of any other canicr, is "rewarded" by this Tosaula with 
slightly more than 10 percent of the treffic not specilicall; 
routec by the sender, while ihe oihes two major international 
record carriers receive epproximeately 50 und 40 percent, 
respectively, of that traffic. 


4/ 
Ss) On an Area basis the comparisons are equally strixing. 
4a/ 


Considering first Arca A, the 492,899 messayes in the study 


period were broken down between routed and unrouted traffic 


LA Note should be mace at this point of a judginental alloca- 
sling the distribution Letween carriers of part of the 
unrout:: traf! ic poul al the Arca and subarea level, which was 
required due to a minor infirmity in lhe Western Unton study. 
Yor the so-called “exclusive” unroutad traffic (i.c., all 
+ unrouted traffic to a particular point being given to a single 
carrier) which comprises about two-thirds of the anrouted 
traffic pool, distribution is handled through Western Union's 
central messaqe processing computer et Middictown, Virginia, 
and this traffic is Lroken down to the same detail in the study 
as is the “prerouted" trasiic. Tor the remaining "non-exclusive" 
sian traffic, however, Wesiern Union's computer only 
ccoynizes the origin and destination, not the carrier via which 
the traffic is ultimately routed, Western Union also provided 
the results of a munual study performed at the Minneapolis 
quota center (where the unrouled “igu-cxchusives"™ are “routed” 
to spacific carriers) over tia sume period, which docs provide 
ew breakdown between caiices by subarea. Using the percentage 


ft 


ewe lt 


distiibutions between carriers [rom the Minneapolis study and 
the “non-cxclusive" ovigit/destinetion statistics from the 
es 
computer study, we have enived at distribution of these data 
comparable to that of the routed and “exclusive” unrouted traffic. 
4af Area A comprises, generally, the Atlantic area, 
j a & Y, 


and by carder as follows: 


CGarricr Unvouted Thanusfe:s Row Vrane tare 
Messages | Vercent off Messages prcrceont of 
votal | 


mee a ct Om ee en ee ee oe ee ee me cence Fein: sngie cet dtieae anon 


ITT Worldcou 
RCA Globcoim 
WUI 


TRT 


w 
om) 
. 

: wn 
= 
p~ 
oO 
is 
x 
nn 
~“ 

> 

is) 
~N 
“J 
ws 
o— 
Qo 4 


Other 1,459 0.4% 1. 450 0.5% 


Total: 403,488 | 85,714 


A) / 


Por Arca GB, the comparisons are: 


Carrier Unrouted Transfers | Routed Transfers 


Messages ; Percent of | Messages | Percent of 
AES) aoe Ge a ~ en 


ITT Worlicom| 36,309 | 24.5% 23,867 37.8% 
RCA Globcom 16,5434 11.23 13,890 22.0% 
WuIl 85,466 97.7% 17,3971 ‘27.8% 
TRT 9,774 6. 6% 7,776 12.3% 
Other --- --- 28 0.1% 


‘Yota): 148, 086 63,134 


A/ Areca B comprises. generally, the Latin American area, 


Au / 


’ 


And jen area Gy We sitet StalisGes aie: 
Carrie | Roviod ‘hrensiocr 
Purcent Ol] Nigsucces! oF 
Total | | 7.) 


iy Worlucon », 7a A477 18,184 33.07 


| | 
| 
| 


RCA Cle 125,066 G2 ..07% =| 22,6096 42.27: 
W UI 300 0.27 12,074 22.9% 


TRI —- == 689 1.3% 


from these data is obvious. ‘the distribution of unrouted out- 
bound mnessuce traffic to the inte:national record carriers 


BuUrSsuan: C(O ths CHLelin 


¢ 

any imaginable standard which inight be established foraccomplish- 
ing a just,-rcasonable and cauiicble distribution of such traffic. 

A distribution of unrouted traffic eroportionate to customer- 


routcd traffic as proposed by ITT Worldcom, or even en equal distri- 


bution amony al] carriers serving a given distribution as propose 


a. 


by TR, would obviously produce sharply different results from 
the existing distribulion, Bai even from a conceptual soint of viaw, 
it would be impossible for any lormula to satisfy the matidatc of 


4c Arca © comprises, gencraily, the Pacific areca, 


ey) 


distribution of unouied Laffie prod 
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ecettion 222 that such a fonsule eo" just, cuusumible, cqultar 


und in the public interest" and to also "fit" in? highly skewed 


] 


duced by the prase 


TRATTIC OfSVROSUITON PURSUANT 


VOLT WORLDGOM PROPOSAL 


As heretofore stated, (ti? Worldcom has urged that the 


Yormula should be revised so es to distribute unrouted 


traffic in proportion to the routed traffic reccived by a 
3/ 
carrier for routiugs via authorized direct circuits. 
In order to quantify the cffect, in terins of changed 


‘gus 


4 


ic distribution, of this proposed revision as compared 
with the existing oraia” tro additional scts of duta 
have been included in the heretofore referenced Tables ] 
&U. . Yiret, in Yablo 1, respecting routed traffic, a 
sccond set of data has been added to reflect an adjustment 

to the Western Union statistics so és to exclude trafiic moving 
via indirect routings. Tnese data are headed “Routed 


Transfers ~ [Indirect Routings Excluded". 
S| 


§/ The neecssiiy for excluding traffic via indirect routings 
was cxplained at pp. 14-15 of Tit Worldcom's Response ‘ 
filed August 16, 1974. 
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Heving adjusted the Westen Onion duia io clirinate 
indirect roulings fiom the rouled traifie stalistics, the 
pocentage distribution, by carricy cad subarea, so 
determined were then epplied to the unrouted traffic poo! on 
a cowpiarable basis, This analysis yields a new uniouted 
distribution in accordance with I'’'f Worldcom's proposed 
revisions, i.c., distributed in proportion to routed traffic 
via authorized dircct routinuys. ‘This distribution is shown 
in Talle ll under the heading "Unrouted Trans{[crs - Proposed 

Sa/ 
Distribution". 

A comparison from Table Il of the existing unrouted 
tralfic with the distribution as proposed by ITT Worldcom 
is shown for combined U. S. origins, in tie last column 
on Table ll, headed "Net Change - Number of Messages 
Transferred". As is apparent from the "Net Change" data, 
Formula revision as proposed would result in some relaiive- 
ly significant shifts of unrouted traffic between carriers. 
This should not be surprising in view of the long overduc 


necd for revision of the existing Formula. This factor 


should be recognized ly the Commission in dealing with any 


ee ee 


Sa/ This redistribution of unrouted traffic is aclually computed 
at the subarea Jevel, with the sularca messaya distributions 
suniied to yield Arca distributions. The percentayes shown in 
the Teble are compuicd on the basis of the Area message totals, 
Thercfore som: slight differences may exist between the per- 
centages shown in Tables I & IL for thre: adjusted routed distribu- 
tion and the resultant unrouted distribution, 
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~jJ]- 


arguinents seching modification of the plainly required 
revisions to the Tormula so as to reduce the magnilude 
of the changed traffic Cisiribulion resulling from such a 


revised Formula, 


eo ne ee 


In its previous comments in this proceeding ITT 
Weoridcom has shown,qgualilatively , beyond reasonable 
doubt that the existing Formuta is now and has for a 
number of years been unjust, unreasonable, inequitable 
and not in the public interest. The data from the Western 
Union traffic study have now dramatically illustrated_the 
correctness of that qualitative analysis. ITT Worldcom 
therefore requests that the Commission now declare the 
cxisting Formula to be unlawful and prescribe a new 
Formula which would allocate unrouteéd traffic in proportion 
to routed traffic received by a carrier for transmission over 


its authorized direct circuits. 


370 


-|2- 


Respectfully submitted, 


It World Communications, Jnc. 


yak 
ae: vie 
By Howsene a: ee 7, ra 


lloward A. White 


Ube ores 


j John A. Ligon 


Its Attorncys 
__ 67 Broad Street 
New York, New York 10004 


Of Counsel; 


John F. Gibbons, Esq. 


Dated: August 1, 1975 


TABLE I - OUTBOUND INTERNAT ONAL MESSAGE TRAFFIC TRANSFERRED TO INTERNATIONAL RECORD CARRIERS - ROUTED TRAFFIC 


ROUTED TRANSFERS® - ROUTED TRANSFERS - 
WES TERN © NJON § TU DY INDIRECT ROUTINGS EXCLUDED ‘* 
GATEWAY HINTERLAND ALL ORIGINS GATEWAY HINTESLAND ALL ORIGINS 
Cragies _1GQ3 SRE MESSAGES & MESSAGES % McrSSAGEtS % MESSAGES So MESSAGES : tHESSAGES 2 
ITTWCRLDCOM =A 1312 18.8 25965 33.6 227277 31.8 130i 16.1 25292 34.0. 27293 32.3 
B 3129 35.6 20738 38.2 23867 37.8 3129 37.0 20738 39.2 23867 36.9 
Cc 962 26.7. 17222 34.4 18184 33.9 962 26.5 17222 36.1 18184 35.6 
TOTAL 3493 26.1 63925 35.2 69328 34.2 3332 : 27.1 63662 36.2 65254 35.2 
_ RCA GLOBCOM A 1509 16.6 20174 34.4 27633 32.3 
8 314 10.8 12313 24.2 12732 22.4 
c 1281 38.0. 2.325 44.6 22656 44.3 
TCTAL 3794 19.5 ana}? 34.1 a4n2l 1255 
WUI A 4469 55.2 22421 §= 30.8 27890 33.2 
: a 3866 45.7 12830 23.3 16702 27.2 
¢ 1087 32.2 9099 19.1 10186 19.9 
9422 47.3 45350 25.7 54778 27.9 
TRI 7590 9.3 354 0.5 1104 1.3 
$82 6.5 6485 12.3 7037 1.5 
43 13 sl 0.2 124 0.2 
1345 6.7 6920 3.9 8265 4.2 
ee —————————————————— ee 
OTHER 63 0.8 210 0.3 2713 0.3 
63 0.3 21¢ 0.1 273 0.3 
ALL A 6312 : 77402 65714 6092 70061 84153 
: a 8777 $4357 63134 8461 $2377 61338 
c 3606 $9001 $3607 3373 4772? §1199 
TOTAL | 20695 181760 202355 19926 176363 196591 


NOTES; * Routed figures exctude WUI messages picked up by WUT in the gateways. 
#® fxcludes all messages to countries where carrier must forward indicectly. 


Source for all data: Traffic study conducted by The Western Union Telegrapn Company for periat Mesemcer !, 1971 to March 1, 1973. 
; : (marine traftic excluded) 


TLE 


OUTBOUND I 


TRANSFERS |- 


Ta) 


NTERNATIONAL MESSAGE TRAFFIC TRANSFERRED TO INTERNATIONAL RECORD C 


UNROUTED 


© 


ARRIERS - UNROUTED TRAFFIC 


NET CHANGE 


NUMBER OF MESSAGES 
i ! f bs TOANSFESFID 
ie ont 
* 94042 
* 21423 


TRAN 
Tl PROPOSED DISTR 
GATEWAY HINIERLS 
| MESSAGES cA eS A Tan ee 
9906 ! 

8084 


B 
ND 
MESSAGES : 


CARRIER 108 AREA 
ITT Worldcom Ron 


— 


2 


RCA Globsom 


NOTES: * 


“Area” percentages m 


U 
9 
5 
4 


11 

164607 47. 
13530 
112424 
290611 


182582 
72199 
259 
225040 


350109 
126174 
122115 
§98398 


100.0 
100.0 
100.0 
100.0 


100.0 
100.0 
100.0 
199.0 


§3379 
21912 
13879 
69170 


being performed at Subarea level. 


Source for all data: 


Traffic Study Conducted by The Western 
(marine traffic exciuded 


332359 


174778 
85460 
300 
260538 


100.0 
100.9 
100.9- 
100.0 


403488 
148086 
135994 
687568 


Union Telegraph Compan 


3969 
21953 24.e 215317 
415365 

26775 

$4952 

197092 


110678 
36649 
21922 

169249 


350109 
126174 
122115 
$96398 


53379 
21912 
13879 
89170 


100.0 
100.0 
100.0 
100.0 


Unrouted “non-exclusive” was allocated between carriers on basis of the manual distribution performed at M 
ay not exactly correspond with comparable base distr 


bution percentages from TABLE i 


y for Period December 1, 1974 to 


13°982 
46657 
20021 
211660 


403483 
143086 
135994 
687568 


100.0 
100.0 
100.0 
100.0 


{inneapolis Quota Center. 
due to actual analysis 


March 1, 1975. 


+ 43252 
+ 450716 


(63593) 
+ 12764 
( 64535) 
Gi5524) 


(35796) 
(38893) 
+ 25721 
(48878) 


4993 
4616 
443 
10052 
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(4881) 
(4528) 


I, Joanne LE. Lucey, hereby certify that on this lst dev 


CURTINICATY OF STIMIC ER 


d 


Pinailed a copy of the foreguing “Supplemental Comments" py United 


Muil, postage popaid, to the lollowiny persons: 


Mr. Walter R. Hinchman 

Chict, Common Curiicr Bureau 
Veccral Communications Commission 
1819 M St. WoW. 

Washington, D.C. 20554 


Carl J]. Canagslosi, Vsq. 


60 Broad Street 
New York, New York 10004 


Roger P. Newell, Usq. 

Nestern Union International, Inc. 
One W.U.1. Plaza 

New York, New York 10004 


Mr. J. R. Moman 

TRT Telecoimunications Corp. 
1747 Pennsylvania Avenue, N.W, 
Washington, D.C. 20006 


Mr. John Munroe 
International Quota Bureau 
26 broadway 

New York, New York 10004 


Mr. J. A. Rerengor 

The French Telegraph Cable Company 
29 road St. 

New York, New York 10004 
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Ol huyest, 1975, 


Ca 


ra) 


tS 


An,3 
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Nir. UU. f. Swaine 

Canadian Pacific Railway Co. 
Suite $18 - Place du Canada 
Montreal 3, Quebec 

Canada 


Mri J. M. Haton 

Canadian National Railway Company 
151 lront Street West - Room 512 
Toronto 1, Ontario 

Canada 


Laurence Singer, Fsq. 
Western Union Telegraph Co. 
1626 L St., N.W. 
Washington, D.C. 20036 


William D. English, Esq. 

Vice President and General Counsel 
Comsat General Corporation 

950 I.' Enfant Plaza S.W. 
Washington, D.C. 


eae 
XL fidijete a 


ee EPMA sey) 
Joajine E. Lucey 4 - 
if 
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Butore tne 
FEDERAL COMMUNICATIONS COMMISSION 
Wasringvos, bic. 20554 


In the Matter of 


International Record Carriers’ Scope 

of Operations in the Continental United 
States, Including Possible Revisions to 
the Formula Prescribecé under Section 222 
of the Communications Act. 


Dock.ct No. 19600 
RM-690 


fo: The Commission 


reigns COMMENTS OF 
WESTERN ULION INTERNATIONAL, INC. 


Western Union International, inc. (WUI) hereby oo 
submits its supplemental comments in response to the Com- 
mission's Memorandum Opinion and Orcer released June 6, 
1975 herein. 

From the comments filed in this case to date, and 
an examination of the study performed by The Western Union 


Telegraph Company (WUTe1lCo) on outbound transfer traffic, a 


few salient facts emerge. Among these facts are that the 


ee) 


proposuls of iff World Communications Inc. (ITT) and TRT 
Telecommuni@ations Corp. (TRT) (that unrouted traffic to 
each Gestination be distributed in the same proportion as 
routed traffic) is not as Simple as it would appear on 
first glance. It is not equitable, and in fact is as 


arbitrary as any other method yet Cevised for distributing 
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unrouted trauific. Analysis of the study and of the operat- 
ing resuits of the International Formula show that the 
Formula is performing its function well, is not inequitable, 
and it does not have any deleterious effect on the public 


whatsoever. 
WUIL Procsosals Eor Formula Revisions 
rene eensetneentnst etter see essere sss 


As WUI has pointed out in previous comments, it 
Goes not believe that any revision to the Formula is 
necessary. The dodusces has provideé excellent service 
to the public for many years under the Formula, and can 
continue to do so for many more years. There are other 
pressing regulatory matters of higher priority and 
greatcr public interest which. interact with the Formula 
issues. Depending upon the manner of resolution of the 
newly announced expanded gateway proceedings, the signi- 
ficance of any Formula rev..sions could pale. There is 
keen competition for international message traffic, and 
it is not inhibited by the Formula. Nevertheless, WUI 
recognizes that certain features of the Formula were 
designed in the light of circumstances that may have 
evolved since adoption. Consequently, WUI presents 
herewith three alternative proposals for action leading 
to a streamlining of the operation of the Formula. wuI 


believes that adoption of any one of these proposals will 


+ 


ort 


be of more benefit to the public and the industry than 

the ill-considered ITT/7RT proposal. These proposals arc 
submitted in response to the Commission's Order and do not 
constitute any waiver of WUi's previously asserted 


statutory hearing rights. 
Proposai No. 1 


WUI firmly believes that the carriers themselves 
coulda ami eaife@orx out amendments to the Formula which 
would be seeatasie to all carriers. The mechanism for the 
resolution of any inter-carrier conflicts already exists 
in the International Formula Committee (IFC). The IFC 
wus set up pursuant to the provision of Article XI of the 
Formula, wnich provides inter alia’ that 


¢ 


"In the event there is disagrcement 

among the members of the Committee 

with respect to any feature of the ‘ 
distribution of traffic under tne 

formula, the disagreement shall be 

submitted to the interested carriers, 

including the Merged Company.” 


The proposals of ITT, TRT, WUI and any other 
carriers caring to submit proposals could ke discussec 
in the IFC, and mennenenta to the Formula adopted, for 
ultimate approval by the Commission. However, a princi< 
pal reason why the IFC has not been used to resolve 


differences between carriers as to Formula revision is 


that there is an imbalance of voting power within the 
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Committee. This is cue to the fact that iff casts four 
votes in the Committec, derived from All-America Cables 
unG Radio, Mackay Marine Corp., Commercial Pacific Cable - 
Company and Globe Wireless Incorporatea. RCA Global Com- 
Munications, Inc. (RCA) casts two votes, its own and that 
of Radiomarine Corporation of America. All other carriers 
have one vote each. Since ITT and RCA have such a dispro- 
portionace weight in the IFC, other carriers have been 
reluctant to submit disputes to this Committee for reso- 

| lution. WUI therefore. recommends that the Formula be 
amended by the Commission te provide that each carrier 

now Operating as a unit be accorded only one vote in 


the International Formula Committee. Thereupon, the 


Uh, 


entire question of substantive Formula revision can be 
brought up promptly for resolution and recommendation 

| to the FCC of possible changes acceptable to all 
concerned. An active participation by the Commission's 
staff in the IFC would be welcomed, and would materially 


assist the carriers' efforts to reach a consensus. 


Pronosal No. 2 


Over the term of the operation of the rormula, 
the proportionate distribution of unrouted traffic to 


most areas of the world hes become re)atively static. por 


Some sub-areas have been Gistributed in the same manner 


international distri- 
the operations of tne 
International Quota Bureau (IQB) for coliection of data 
ane formulation of instructions have thus served to 
the distribution of only a small percentage of 
Consequently they can be eliminated with only 
Lexibility’ To simplify ana streamline 
the operation of tne Formula, WUI proposes the following: 
All unrouted transfer traffie will 
be Gistributed to the international 
carriers in the same ratio as the dis- 
tribution i u ic that was 
maée during the period of the WUTelCo 
stucy of outbound international traffic 


(December 1974 - February 1975). Routed 


and self-originated traffic will not be 


considered in determining distributions. 


The advantages of this proposal are many. * 


study provides in a convenient form, all 


¢ 


ata needed to ixplement the proposal. Each 


* ITT proposed a very similar arrangement in 1968. 
Although ITT's proposal was adopted by the iFC, 
it was not implemented. Minutes of the IFC, July 
10, 1968, Paragraph oe 


carrier would nave a known proportion of unrouted 
traffic and can plan its circuitry and plant facili- 
ties with assurance. The extensive manpower now needed 
: by WUTelCo to apportion message traffic will become 
unnecessary, Since the stability of quotas will faci- 
litate reliable computerization of the distribution 
process by WUTelCo. The collection of data by the 
IRC's for the purpose of applying the Formula will 
not be needed, since routed and self-originated traf- 
fic will be irrelevant, and data for unrouted traffic 
is already available. The collection of statistics and 
the formulation of international instructions by the 
IQB will become redundant, and the costs associated 
with both the Minneapolis operation and the 1QB will 
be eliminated. | 

The only aspect of the present operation of the 
Formula that has been alieged to be contrary to the public 
interest -- the fact that in a few eee, the gain of 
a routed message results in the loss of an unrouted 
message -- will no longer be present. Fach international 
carrier can solicit_routings—and-direct filings without 
fear of loss of unrovted traffic. Assuming arguendo 
the validity of ITT's doubtful thesis concerning 


"disincentives" to good service to these sub-areas 
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(fiscussed elsewhere herein), it_will so_longcr be 
S prcposal. 


Proposal No. 3 


In order to simplify the operation of the Formula 


ea) 


nad to modernize cercain of its features, WUI offers the 
following package of amendments. Since some carriers 
would be benefited by some of the amendments to follow, 
and Others by different amendments, this proposal is 
submitted as an inseparable package. 

1. Replace the separate “qateway” and “hinter- 
land" quotas by one composite nationwide quota, derived 
from the weighted average of th gateway anc hinterland 
guotas for each Cestinat:on. This amendment would reduce 
by halt the number of international instructions that 

¢ 
WUTelCo must follow. There would be no net effect on any 
carrier, since any loss in one quota would be exactly 
compensated by a gain in the other. It would greatly ¢ 
simplify the collection of data and formulation of 
international instructions since the gateway-hinterland 
Gistirnction (which is irselevant to the purposes of the 
Formula) would hs removed. This proposal woulé also 
eliminate any sources of conflict over what traffic is 


° 


to be considered gateway. * 


* Some traffic originating in the gateway cities but 


filed with WUTelCo's C™B's, its Middletown, Va., 
computer facility or with its Moorestown interna- 
tional center is deemed by WUTelCo to be hinterland 
tratfic but considered by WUI to 2 gateway traffic. 


~, 


tr 
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2. Eliminate WUz's exclusive right to all 
traffic filed with WUTelCo officcs in Manhattan south 


£ 


of 60th Street, and at designatec wiTelCo offices in 
Washington and San Francisco; with WUI having the same 
right to collect traffic in those cities as the other 
IRC"S located there. This would place all carriers 

on an even focting and would eliminate one of I7T's 
objections to the present Formula. If this Froposal 
No. 3 is adopted by the Commission in its entirety, 
WUI would exercise its right of cancellation of 
appropriate provisions of its Domestic Facilities 
Agreement with WUTelCo. 

3. Change the basis of the quota from gross 
international tolls to numbers of messages, and elimi- 
nate reporting of tolls. This would simplify accounting 
and collection of statistics, without significantly af- 
fecting any carrier. Of course, WUTelCo would be obligated 


to distribute unrouted messages impartially among the IRC's 


$0 that none would be favored disproportionately with longer 


messages, or classes of messages with higher tolls. 

4. Eliminate specialized treatment given to 
certain classes of service, such as governmental and hm 
press traffic, and treat all messages the same regard- 


less of class. This wouid eliminate complications in 


reporting data and sa WUTelCo's application of quotas. 


Ls 
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in the absence of indication that the mix cf the classes 
of messages varies from point to point, cnene shoulda be 
no net effect upon the distribution of trartic. 

5. Eliminace Schedule B. This is a special 
arrangement whereby certain traffic is transferred to 
RCA in accoréance with an agreement which was based on 
congitions that have long ago been superseced. At the 


time of the merger of WUTc1Co with the Postal Telegraph - 


“System (Postal), RCA hac its own delivery system for 


inbound messages. Since it nonetheless transferred 
messages to WUTelCo for delivery, it was accorded tne. 
bulk of Western Union Cables' quota traffic in compen- 
sation, as a form of reverse proportionate return. 
Whatever the merits of this scheme oa have been in 1943, 
there is no justification for its retention today. 
Neither RCA nor any cther IRC has a delivery mechanism 
for inbeund cables beyond its gateways (other than the 
limited direct access service),and RCA is no more en- 
titled to a proportionate return than any other carrier. 
over thirty years of benefits unget Scrnecule B more than 
compensate RCA for ény eqiities it had at the time of 

6. Eliminate the Area A, B, and C and all sub-area 


classifications. and treat.each destination country as a sep- 


arate area. The guota to each destination would be the same 


| 8 384 


Lelongs. Gince the operations oi the international carriers 


be ease of operation even though the actual number of 

quotas involved increases. This is due to the fact that 
S computerized operation now requires a separate function 

to Getermine the area and sub-area classification, which 

could be eliminated. 

1. Adopt ITt's staqgestion for elimination 

of quotas for both Canadian carriers. One carrier 

(Canadian National Railway Company) has indicated that 

it desires to withdraw from participation in the Formula, 


while the other carrier (Canadian Pacific Ltd. - CPL) 


. has reguested that its quotas to Australasia and British 
West Padies be retained. The quotas for international 
carriers were instituted at a time when the Commonwealth 
‘cables to the Far East were the principal Pacific faci- 
lities. Today however they have largely been superseded 
by satellite and by the numerous United States owned 
high-capacity cables to the Far East. The quota@ for 
CPL was instituted in recognition of its exchange of 
traffic with Postal. The benefit of the quota that CPL 


has received for. over 30 years more than reccompenses 


CPL for any contractual rights it might have had. Of ne 


has been that messages in this class of traffic routed 
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course, CPL would be reiieveG of any obligations imposed 


8. Include all of the RCA gateway traffic 

to Areas A and B under the Formula. RCA has elected 

not to receive any guota for traffic originating in the 
gateways and destinated to Areas A and B. The result 

a, 

via RCA have not been counted in RCA‘s quota, thus signi- 
ficantly increasing RCA's share of unrouted hinterland 

traffic. The reasons for permitting RCA this exceptional 


treatment no longer apply, and it should be abolished. 


Adoption of ITT's Proposal Is 
Not In tne Eublic Interest 


The adoption of ITT's proposal would cause serious 
disruptions to the established patterns in the industry, with 
consequent harm to a number of carriers, and would serve no 
beneficial interest of the public. The only beneficiaries 
would be those carriers proposing revision of the Formula. 

Not ore message would be speeded; not one member of the 
public would be affected; and the existing keen competition 


would not be enhanced.* In fact, as ITT itself admitted 


* 


WUI cordially invites members of the Commission and its 
staff to visit WUI's modern computerized message center 

in New York City in order. to dispel any mistaken theory that 
competitive incentives are stunted by the Formula's quota 
system. 
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: in its Reply Gated September 3, 1974, “except as to gua- 
lity of service, that puslic is largely unarfected Ly 
he formula...” As WUE will Gomonstrate hereinafter, 
the Formula does not have any effect on quality of servic: 
to the pubiic, contrary <o ITT's allegations. ’ 
is Although ITT attempts to ae its own ‘paro- 
chial, private interest in amending the Formula (at the 
expense of other carriers) as an overriding concern for 
the public good, it is clear that the public would not gain 
in the slightest from the revision suggested by Itt. it 
Takes little sense to devote substantial resources of the 
Commission on the analysis of the effect of the proposed 


revision of the Formula, or to disrupt the present smocth 


I 4 


working of the distribution mecha. sm, when no parties other 
‘ 

than the proponents will be benefited. 

The surface simplicity of the ITT proposal is 
deceptive. In actual application, it will be necessary 
to maintain constant monitorina of transfer trafric volumes 
of all carriers, includirg both routed and unrouted. Con- 
sequently, it will be necessary to Maintain, as at present, 
the International Formula Committee ana its operational 


arm, the International Quota Bureau, to collect the statis- 


tics and translate them into appropriate international 
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instructions to WUTelCo. The only change would be the 
arithmetical operations rerformed by the IQB. Conse- 
cuently, from an administrative point of view iittle 
would be gained by adoption of the I7T proposal. Addi- 
tionally, it makes no attempt to provide for the distri- 
bution of traffic to the many points in which no carrier 
has a Girect line. Although these points normally have 
low traffic volumes, nonetheless, a mechanism would have 
to be maintained to provide for appropriate distribution 
of unrouted traffic, in some arbitrary fashion. 

The ITT proposal is illogical. it wouid make 
the distribution of unrouted traffic entixrely dependent 
on the Gistribution of rcuted traffic. However these 
two classes of traffic are largely different kinds of 
traffic. By and large, the routed traffic is business 


oriented traffic, originating mainly from Teiex and TWX 


‘sieberiana 


subscribers which normally are business entities. Un- 
routed traffic, however, is largely traffic filed with © 
wuTelCo's Central Telephcne Bureaus or over ths counter, 
ané consists principally of — trattic. Sisace the 
characteristics ané.senders of the two classes of 
traffic are so disparate, ITT's suggestion of making 
the distribution of one dependent on the distribution 
of the other is devoid of any logic and is as arbitrary 


as any other scheme yet proposed for distribution of 


unrouted traffic. 


<3? has ergued that the quality of service to 
the public is adversely affected by the operation of the 
formula. ITT's curious argument is based on the fact thet 


there are some subareas in which the quota of a carrier 


is measured by the total of unrouted transfer traffic plus 


prerouted anc self-originated traffic. in a few such areas, 


the carrier wovld lose an unrouted message for each routed 
or salé-origsnated message that it obtains. ITT argues 
that such a carrier has a "@isincentive". to provide better 
service for messages destined for this area. 

This argument is specious. In the first place, 
only a very small percentage of traffic is affected by 
this feature of the Formula. Attached hereto as Appendix A 


is a tabulation, based on WUTelCo's study, of all routed 


‘and self-originated traffic, by sub-area and by carrier, 


which could have resulted in the loss of equivalent 
numbers of unrouted transfer traffic. The total of 
all such traffic is 226,674 messages, as compared 

with a total outbound volume of 1,938,828 messages. 
Thus only 11.7% of the outbound traffic is affected 


by this feature of the Formula.* 


EE A TTD 


*The tabulation contained in WUI's Responsive Comments 
Gated September 3, 1974 erroneously included both 
routed and unrouted traffic to the sub-areas in 


question. ITT's hypothesis concerning "disincentives" 
can apply only to routed and self-originated traffic. 
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to bélicvc that tne euality of service providec by any 
Carrice is affected. Ali mejor iaternational record 
cerriers now are completely computerized. t is essen- 
tial in e computer envirenment that all mes sages be 
treated as uniformly as possible. InT's argument implics 


that anv improvements in computcr technology or mes ege~ 


exclude from their benefits all traific routed via or 
criginated by the carrier which would result in tne 
recuction of unrouced messages under the Formula. This ae 


is patently faliacious. it would be totally impractical 
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rganize its computer processes. 
Furthermore, there would be no motive for such a carrier 

to take such steps since by Gefiniticn it would not gain 
any traffic. Additionally, suc: discrimination would be 

in violition of Section 202 of the Communications Act. 

WUI challenges ITT to cemonstrace specifically, 
and in detail, now WUI has in any manner changed or failed 
to improve its handliag of routed traffic to aay of the 
gestinutions for which ITT claims there is a “disincentive” 
zo better service. WUI also challenges ifT to Gisciose 
any instances in which iT? itseif, or any other carrier, 


has provided less than the best poss ible service to such 


ao 


areas. Iff's theory should be given no credence whatso- 
ever unless and until ITT can demonstrate in specific 


detail any practical adverse cffect on service to the 


ITT’'s message distribution proposai has another 
significant disadvantage. Since the amount of outhonnd 
traffic (and by virtue of proportionate traffic agreements, 
the amount of inbound traffic) is dependent on the volume 
of routed traffic, the international record carriers will 


be compelled to devote ever-increasing. expenses. and effort. 


tothe. solicitation.of routings. By definition the targets 


of these efforts are the senders of unrouted messayes who 
do not care which carries handles their traffic. Accordingly, 
the result will be a waste of funds, which cre ultimately 


derived from the rate payer, without any advantage to the 


public. 5 ; 


WUTelCo's survey of the transfer] traffic does 
not show any failure of function of the Pormula that would 
justify changing it. ‘To the contrary, the effect on WUL 
of adovting the ITT proposal would be most harmful. Wu 
has determined that shouid this proposal be adopted, it 
would lose approximately $1,000,000 a year in net retained 
revenue. Additionally, WUI has made ‘targe. investments_.in 


computers designed to handle the traffic load that it has 


been recciving both frem its own Qriginations_arsd. from. the 


ao. 


auGta tratiic, <2 significant amounts of traffic that WUI 
receives under the quota were to be diverted by fiat to 
another carrier, WUI would have excess unused computer 
capacity. ‘Since the ievel of international cable traffic 


has been static or declining in recent years, there is 


no expectation that traffic growth would fill the gap. 
Conciusion 


Since the Formula functions well in its present 
form, and adoption of the ITT/TRT proposal would provide 
no public benefits whatever, the Commi sion shoule not 
expene its scarce resources in pursuing tuis proceeding 
any further. However, if the Commission should deem it 
necessary to simplify the operations of the Formula, it 
shoulds ia) revise the voting struction of the Interna- 
tional Formula Committee so as to provide a forum for the 
carriers to negotiate a mutually acceptable set of amend- 
ments for the Commission's approval; and (b) adopt the 


propesals set forth above for substantive changes in 


the formula, consistent with the statutory procclural 


rights of the carriers. 


the Commission is urged to discon- 


without further action or alter- 


iry 


Respectiuliy submitted, 


WESTERN UNION INTERNATIONAL, INC. 


By: Roger P. Newell 
Senior Attorney 


Cne WUI Plaza 
New York, New York 10004 
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Routed and Fickup npefet. 49 Sub-Are?s For 
“hich routed Volune affects unrouted Volume 
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Colombia 
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Samoa: British 
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Auntralia « Nev Zealand 13,264 
Cuba 
Philippine Islands 19,928 
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TOTAL 


Total sutbouni. messa se traffic 1,938,828 
Sources: WUT siudy & I<P reports 
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Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 


In the Matter of 


International Record Carriers' Scope of 
Operations in the Continental United 
States, Including Possible Revisions to 
the Formula Prescribed under Section 222 
of the Communications Act 


Docket No £9640 
RM~6 Seth 
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SUPPLEMENTAL COMMENTS OF TRT 
Sy 


TRT Telecommunications Corporation (TRT), pursuant to 
the Coamission's Memorandum Opinion and Order, released June 6, 
1975, FP 75-617, hereby submits its supplemental comments re- 
lating to the revisions of the Formula prescribed under Section 
222 of the Communications Act for the distribution of outbound 
international message traffic accepted by The Western Union Tele- 
graph Company (Western Union) = In this regard, TRT respectfully 
states as follows. 

In its prior comments submitted herein on July 8, 1974 
and in its responsive comments: submitted on August 16, 1974, TRT 
has demonstrated that the present Formula is unjust, unreasonable 
and inequitable. TRT has also proposed two alternative revisions 
which would cure the inequities and remove the disincentives to 
competition contained in the present Formula and would provide 


- an equitable and logical method for the distribution of 


*/ In response to paragraph 9 of the Commission's June 6, 1975 Memo~ 
randum Opinion and Order, Appendix A hereto contains TRT's direct file 
traffic data for the 13-week period of the Western Union study. 
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international message traffic filed with Western Union. Although 
TRT will not repeat its prior arguments here, we submit that its 
position in this proceeding has been confirmed and supported by 
the additional data available from the recent Western Union study. 
In light of the results of the Western Union traffic 
study conducted during the period December 1, 1974 through March l, 
1975, TRT herein discusses what it believes are the two remaining 
points to be covered. Specifically, they are: 
1) The exact manner in which the distribution of traffic 
is presently being made; and : 
2) The effect any specific amendments would have on the 
respondent and other international carriers. 
For the analysis which follows, TRT used as a base the 
FCC Report of Telegraph traffic, a Market Analysis for the Full 
Year 1974. Referring to the series of tables attached, Table i 
reflects the total amount of messages and revenues handled by the 
international record carriers (IRC's) in 1974, and Table 2 illus- 
‘trates the participation percentages by major traffic movement 
for each IRC. By combining the data in these first two tables 
with the annualized data provided by the 13-week Western Union 
study, TRT offers what, we submit, is a most enlightening com- 
parison of message volumes and revenues by message category for 
the U.S. IRC's (see Table 3). Within each carrier listing, the 
percentage figure represents the current relative impact of each 
message category on that carrier. Particularly noteworthy are 
the extremely large volumes and relatively hich percentages of 


unrouted traffic being given to RCA and WUI as a result of the 


Formula. 
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To conclude the analysis of the distribution of un- 
routed traffic under the Formula, Table 4 provides a comparison 
between IRC's for the total routed traffic (direct file and routed 
Western Union transfers), routed Western Union transfers alone, and 
the amount of unrouted traffic transfer.ed by Western Union to 
each of the IRC's. While RCA succeeds in obtaining only 30 percent 
of the routed, RCA is nevertheless awarded almost one half of the 
unrouted traffic. WUI, although receiving less than 30 percent of 
the unrouted, is awarded 38.7% of unrouted traffic under the 
Formula. Further, these figures do not include whatever return 
traffic RCA and WUI enjoy as a direct result of these extra 
volumes of unrouted traffic. TRT submits that these figures con- 
clusively demonstrate the illogical, unjust and inequitable manner 
in which unrouted traffic is awarded largely to RCA and WUI. 

In order to address the issue of the effect any specific 
amendments to the Formula would have on the carriers, TRT suggests 
that the most meaningful analysis is one which evaluates the im- 
‘pact any amendments would have on the total telegraph facility 
and associated revenues of each carrier, and not one which con- 
siders just the U.S. origin portion. Further, referring again 

| to Table 4, one finds essentially no difference between the rela- 

| tive distribution among the IRC's for all U.S. origin routed 
(direct file and transfers) and the relative distribution for 
routed Western Union transfers only. Since TRT has suggested 
that the proportionment of unrouted should be based upon the per- 


| centage amount of routed transferred traffic, independent of the 


| city cf origin, and regardless of whether service to a destination 


ain 
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is direct or indirect, TRT has employed the set of percentages 
for routed transferred traffic in evaluating the impact of its 
suggested amendments to the Formula (see Table 5). 

Comparing the percentages of routed transferred 
traffic with the current percentages of unrouted traffic for 
each IC, and calculating the change required to equalize the 
routed and unrouted percentages of each carrier, one can derive 
the changes in unrouted message volumes by IRC. Then, applying 
to this change the average net U.S. revenue for an unrouted 
messase, the potential increase or decrease in revenue for 
each IRC can be calculated. By comparing these changes to each 
IRC's total 1974 telegraph revenues, the real impact on tele- 
graph revenues °can be determined. Finally, a comparison between 
these potential revenue bhanoee and each IRC's total. 1974 oper- 
ating revenues reveals that the effect of the suggested change 
in the jistribution method for unrouted telegraph traffic would 
be negligible. 

In the foregoing analysis set forth in Table 5, TRT has 
assumed essentially no change in the current distribution of 
transit traffic. It has been TRT's experience that transit 
traffic is exchanged between the carriers and their correspondents 
on the basis of the best division of tolls by origin-destination 
movement, and not according to U.S. origin/terminated volures. 
Further, there exist set operating agreements, for example within 
the Commonwealth system, which define transit routings. These 


arrancements would continue regardless of the outcome of any 


Formula revisions. 
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Secondly, TRT's analysis excludes any speculation 
concerning the possibility of a redistribution in return traffic 
and associated revenues as a consequence of any shifts among 
the IRC's in unrouted traffic volumes. TRI has indicated that 
RCA and WUI are presently enjoying additional return traffic 
for the extra unrouted traffic they now receive under the Formula, 
and one could reasonably assume some loss if RCA's and WUI's U.S. 
origin volumes were reduced. However, TRT can derive no method 
for quantifying what might be a reasonable, expected change. [In 
TRT's case to a large extent, and to a lesser degree among the 
_ other IRC's, international telegrams are switched via inc¢irect 
routes, over which there is as a rule no expected return traffic. 
Consequently, &hanges in message volumes in these cases would 
not effect’ any gains or losses in return traffic. Further, 
there appear to be set operating arrangements between some IRC's 
and their correspondents which specify the exchange of certain 
categories of traffic: To the extent that these agreements 
‘exist, no change in return traffic should be expected. 

Coupling the analysis provided herein with TRT's 
earlier comments in this proceeding, TRT believes it has fac- 
tue lly and objectively addressed those issues set forth in the 
Commission's November 26, 1973 Order, as well as those other 
issues TRT has felt are pertinent to this inquiry. MTRT has 
‘also offered what it believes is an equitable, fair and just 
method for unrouted traffic distribution, and one which would 
serve the public interest. TRT now urges the Commission to act 


expeditiously in making long-overdue changes to the Formula, 


changes which will reflect the operating arrangements of today 
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and not those of years long past and long since changed. 

Respectfully submitted, 

TRT TELECOMMUNICATIONS CORPORATION 


J} Robert Moman 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


Attachments 


August 1, 1975 


ABL 
U.S. TELEGRAPH bparisTiIcs 
CALENDAR YEAR 1974 


MESSAGES REVENUE 
U.S. ORIGIN 8641878 21486392 
U.S. TERMINATED 7451088 20772495 
TRANSIT 7276145 8788683 
TOTAL 23369111 51047570 


SOURCE: FCC REPORT OF TELEGRAH TRAFFIC--FULL YFAR 1974 


FOP 


TABLE 2 
U.S. INTERNATIONAL TELEGRAMS 
PERCENTAGE PARTICIPATION BY CARRIER 


i7f RCA TRT WUI 
Messages Revenue Messages Revenue Messages Revenue Messages Revenue 


U.S. Origin 27.0 25.9 36.2 33.8 3.4 32,7 36,8 


Transit 47.3 35.9 23.3 28.3 8.6 21,1 27,3 


Source: FCC Report of Telograph Traffic, Markat Analysis--Full Year 1974 


TABLE 3 


DISTRIBUTION OF U.S. TELEGRAPH TRAFFIC 
UNDER THE EXISTING FORMULA BY CARRIER BY CATEGORY OF TELEGRAM 
CALENDAR YEAR 1974 


RCA WUI 


RCA REV MSGS ZWUL EV 


U.S. (WUD)origin, 


routed 277884 3.6 6727241 257544 3.1 595517) 43160 . 263112 «4.2 73535! 


| 
| 
| 


‘ U.S.(WUD) origin, 
unrouted 314036 -1 760244. 1333352 16.2 3093762; 39924 3.5 f 1065688 17.0 29609: 


U.8. origin, 
direct file 1741387 +5 4152008/1537464 18.7 3565839/271233 23.9 625436/1497094 23.9 kigori 


U.S. terminated 1974538 -5 5442394) 3405247 41.4 9908480/178826 15.7 540085/1900027 30.3 48815: 
Transit 3441617 3 3155137) 1695342 20.6 2487197| 603920 53.1 755827/1535267 24.5 2399.3! 


: tect icicles sinestabsit cctiecieniniiesin | aaciumclonienie petanenenaran (panne meneon 
TOTAL T149k62 14162507 8228849 19,650,815) 1137063 2113212} 6261188 151878: 


SOURCES: FCC Report of Telegraph Traffic -- Full Year 1974 
Western Union Télegraph Company Report on Outbound International 
Destination Statistics (Thirteen Weeks) 


U.S. Origin, Routed 
and Direct File 


U.S. (WUD) Origin, 
Routed 


U.S. (WUD) Origin, 
Unrouted 


TABLE 4 


COMPARISON BY CARRIER 
FOR ROUTED AND UNROUTED TELEGRAMS 
CALENDAR YEAR 1974 


TRT WUI 


Msgs _ %Total Msgs Total 


2,019,271 1,795,008 30.5 314,393 5.3 1,760,206 29.9 5,888,878 
277,884 257,544 30.6 43,160 5.1 463,112 31.3 841,700 


314,036 11.4 1,333,352 48.4 39,924 1.5 1,065,686 38.7 2,753,000 


SOURCES: (1) FCC Report of Telegraph Traffic--Full Year 1974 


(2) Western Union Telegraph Co. Report on Outbound 
International Destination Statistics (Thirteen Weeks) 


TABLE 5 


t 
WUD-TRANSFERPED ROUTED AS A BASE 
a 
Change in Average Revenue Change 1974 % 1974 Change in 


% % Change Unrouted per Unrouted In Telegraph Change in Carrier Carrier 
Routed Unrouted In % 


EFFECT OF FORMULA REVISION 
~ON CARRIER REVENUES WITH 


11.4 21.6 594,648 $2.51 $1,492,566 $14,162,507 10.5 $100, 392,790 
48.4 -17.8 -490,034 ” ~1,229,985 19,650,815 -6.3 128,436,752 
1.5 3.6 99,108 . 248,761 2,113,212 11.8 9,293,178 
38.7 -7.4 -203,722 ” -511,342 15,187,838 -3.4 58,874,764 


Sources: (1) FCC Report of Telegraph Traffic—Full Year 1974 


(2) Western Union Telegraph Co.Report on Outbound International 
Destination Statistics (Thirteen Weeks) 


(3) FCC Forms 903 for each Carrier, Year Ending December-31, 1974. 


APPENDIX A 


SOURCES OF TRI U.S.-ORIGIN TELEGRAPH TRAFFIC 
DECEMBER 1, 1974-MARCH 1, 1975 


From WUD From WUD TRI TRI 
For Week Ending Unrouted Prerouted Direct File Total 
December 7, 1974 812 858 4,747 6,417 


14 790 971 j 4,533 6,294 


21 896 881 5,342 7,119 


847 5,032 6,440 


28 
January 4, 1975 874 557 4,597 6,028 
ae 773 857 4,449 6,079 


785 850 4,365 6,000 


18 


25 692 919 4,430 6,041 


February 1, 1975 686 1,058 4,471 6,215 
622 797 4,373 5,792 


8 


15 581 846 4,774 6,201 


22 : 563 863 4,867 6,293 


March 1, 1375 653 772 4,659 6,084 


9,574 (11.8) 10,790 (13.3) 60,639 (74.9) 81,003 
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TO; The Commission 
REPLY COMMENTS 

RCA Global Communications, Inc. (RGA Globcom) 
hereby provides these reply comments on the question of 
whether the existing formula under which distribution of 
‘outbound international telegrams is made is unjust, unreason- 
able, aud inequitable or not in the public interest. As the 
Commission is aware, this is the last round ci written 
comments in a series of submissions on the complex 
and far-reaching issue of whether the present formula has, 
by the mere passage of time, ceased to meet the statutory 
standards which the Commission found it met when it was 


prescribed. 


As explained in detail in our prior submissions 
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on this question, ITT World Communications Inc. (ITT) and : 

TRI Telecommunications Corporation (TRT), the proponents 

of change in the formula, have advocated revisions the end 
results of which, if not the purpose thereof, are to apparently 
incvease their respective shares of total revenue without 
showing how such artificially structured changes would serve 
the public interest or what considerations of equity justify 
such arbitrary transfer of revenues from other carriers which 
have acted in accordance with the formula prescribed by the 
Commission. 

RCA Globcom reasserted the position that Section 222 
of the Communications Act requires, as 4 matter of law, chee 
upon the request of any interested party, there be a full 
evidentiary hearing before the formula may be altered. Such 
a hearing is not only required but necessary since any change 
in the formula such as suggested by ITT would tave far-reaching 
‘consequences for the international telegram service. As the 
Commission is aware, the costs of providi 1g telegram service 
have been rapidly escalating over the past several years. For 
example, the division of revenues paid to The Western Union 


Telegraph Company for the domestic handling of international 


telegrams has recently been increased from 6% cents, per full 


rate word to 9% cents. This increase alone will further 
decrease the profit from a service which already does not 
earn a reasonable return. 

In addition, recent trends have indicated that 
the international telegram market will deteriorate more 
rapidly than previously forecast and that industry telegram 
volumes will be considerably lower in the future. This is 
illustrated by the fact that in 1974 total industry telegram 
revenues were $63,396,000. For the first six months of 1975, 
the industry revenues were only $27,457,000. We project that 
in 1976, the industry revenues will only be $52,000,000, the 
lowest total since 1950. Yet, in the face of this decline, 
it should be noted that there has not been a significant 
telegram rate increase since 1958. 

All of the above factors indicate that the Commission 
Should not take any action which would disrupt the*existing 
structure of the industry until a most thorough hearing has 
been held. At such a hearing, RCA Globcom would expect that 
one issue on which evidence would be introduced would be the 
effect on the total industry of a change in formula in light 


of the recent developments affecting the .telegram service. 


At this point, RCA Globcom believes it 1s appropriate ”. 
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to summarize for the Commission the comments already sub- 
mitted and to demonstrate that the proposed changes in the 
formula would not be beneficial to the public interest. 
Additionally, RCA Globcom will comment on the suggestions 
for a change in the formula made in the last submission by 
Western Union International, Inc. (WUL). 


$ of RCA Globcom Position 


ummary 


I. Burden Of Showing Unlawfulness Of Existing Formula Is 
On The Carriers Proposing Change 


Section 222(e) (3) provides: 


Whenever. . .after a full hearing, the Commission 
finds that any such distribution of telegraph traffic 
among telegraph carriers. . -which is being made or 
which is proposed to be made, is or will be unjust, 
unreasonable, or {nequitable or not in the public 
{nterest, the Commission shall by order prescribe 

the distribution of such telegraph traffic. . .which 
will be just, reasonable, equitable, and in the 
public. interest, and will be, so far as is consistent 
with the public interest, in accordance with the 
existing contractual rights of the carriers. 


Under this provision, the Commission has a two-fold 
duty. First, it must establish 4 reasoned basis for and find 
that the existing distribution is contrary to the public 
interest and only then may it undertake to prescribe a new 
formula. Consequently, the burden is on the proponents of 


change to present convincing substantive data to show why the 


formula which was originally found to meet the statutory 


standard, and stood for twenty years without requests for 
substantive change, now fails to meet the public interest. 

We noted in the first round of comments that the 
Commission's order of designation, 43 F.C.C. 2d 1174, appeared 
to give the impression that the Commission had shifted the 
burden just noted from the piuccates of change to RCA Globcom 
on the grounds that the formula was "anachronistic" or "outmoded". 
RCA Globcom stated in response that such legal concept must be 
rejected outright. The age of a Commission order does not give 
a presumption of invalidity; if anything, the contrary must 
be the case since the formula has withstood the test of time. 
To support this proposition, the New England Divisions Case, 
62 I1.C.C. 513, 563, in which the ICC found that the age of an 
existing division of revenues agreement between two rail carriers 
afforded no presumption of unreasonableness of the divisions, 
was cited. In addition, it was noted that che ecceptance of 
such a presumption would mean that the lapse of time alone 
would render a decision or statute prima facie unlawful. 


II. The Criteria Of Lawfulness Is The Public Interest And 
Not The Private Interests Of ITT Or TRT 


In our original comments, we posed the obvious question 
of how the public interest would be furthered through a change 


in the formula. The comments received by ITT never addressed 
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this basic question. Rather than Listing the manner in which 
the public would benefit, the thrust of its ecpeente was that 
the formula should be changed so that it would benefit 

ITT did not assert that a change in the formula would 
cause the rates for telegram service to be reduced, cause an 
improvement in the cuality of service OT, in any way, show 
benefits accruing to the public. To the contrarv, LIT explicitly 
recognized that the overall quality of international message 
telegram service has been good. (ITT Comments, P- 11). With 
respect to rates, no carrier asserted that 4 change in the 
formula would permit a rate reduction for they must recognize 
that the shrinking volumes of telegram traffic coupled with the 
increasing costs, e.g. the almost 59 percent increase recently 
: negotiated in divisions to be paid to The Western Union Telegraph 
Company, foreclose the possibility of such a decrease. Rather, 
as RCA Globcom demonstrated, the thrust of its proposal was 
that such changes in the formula would increase the competitive 
efforts of the carriers and were in the public interest on the 
apparent assumption that competition is per sé beneficial and 
in the public interest. That there is no such principle has 
been affirmed again and again by the courts. See for example, 


RCA Communications, Inc., 446 0.5. 86 (1999). Instead, 


FCC v. ‘ 


the courts have held that the existence of a regulatory 
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structure under Congressionally devised public interest 


standards means that a commission cannot equate competition 


with the public interest unless it could be shown to be 


beneficial. ITT and TRT have completely failed to meet this 


burden. 
711. (tar Existing Formula Permits Reasonable Competition 


RCA Globcom demonstrated in its prior comments that 


the existing formula does permit reasonable competition while 
at the same time imposing 4 certain restraint on the carriers 
to discourage competitive efforts which would have 


deleterious effects. Thus - the Commision stated in the 


Western Union Merger Proceeding that the combining of routed, 


unrouted, and self-originated traffic in computing how 
quotas are satisfied 


diminishes the incentive of the international 
carriers to expend effort and revenues in attempts 
to divert traffic from each other by solicitation 
efforts which may not improve quality of service; 
and it also diminishes the necessity for these 
carriers to build up additional facilities for the 
collection of their cwn traffic, in duplication of 

existing facilities of the merged company. These 
savings should contribute to a more efficiently 
and economically operated international telegraph 
system. Western Union Merger Proceeding, 10 F.c.C. 
164, 19: (1943) 


The above statement cannot be 


it was made over thirty years 


attacked on the false basis that 


ago when competition did not have 
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the emphasis that it does today. Such a conclusion would be 
incorrect. It must be recognized that while competition 
has had new emphasis in the domestic communications field 
within the last five years, the international communications 
market has been characterized by intense competition since 
its inception. Well before the 1943 merger of Western Union 
and Postal Telegraph, Inc., at least six international carriers 
were strenuously competing with one another. Consequently, the 
Commission had experience with both the benefits and adverse 
effects of this competition at the time the formula was 
prescribed and acted to prevent those excesses in the inter- 
national field which would have detrimental effects on the 
public. 

We also brought to the attention of the 
Corimission that ITT acknowledged that the existing 
formula provides some incentive to actively solicit 
traffic. ITT stated that "(a)s a result of continuing 
competitive spirit, various carriers. . .attempted. . .to 
improve their relative market shares", (ITT Comments, p. 16); 
that the alleged problem with overages and deficiencies lies 


"in traffic shifts resulting from competition between carriers", 


(ITT Comments, p.- 17); and that indeed, the continued growth 
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of competition can, at least in part, be attributed to this 
very formula which was apparently designed to restrain 
competiton. (ITT Comments, Appendix 1, Issue 2, &. 7). 

These statements support the proposition that the existing 
formula does not dampen the competitive efforts of the carriers 
to render the best possible service. The fact that there are 
some restraints, while not satisfactory to ITT in its pursuit 
of increased corporate revenues, has not and can not be 


shown to be adverse to the public interest. 


-Iv. A Change In The Formula As Suggested By ITT 
Would Be Adverse To The Public Interest Because Of 


The Large Increase In Sales Expense That Would Result 
The ITT proposal would basically have the 
unrouted traffic distributed to the international 
carriers in proportion to the number of routed messages each 
carrier receives from Western Union.* This plan would upset 
the current market structure and compel carriers. to expend 


substantial sums for solicitation with only detrimental 


effects on the public and the carriers. The plan would 


FIRT also proposed a plan similar to ITT's suggestion. 

The ITT and TRT plans differ in that ITT would make the 
distribution of unrouted to those carriers having direct 
circuits to a country while TRT would eliminate the ‘direct 
circuit'’ requirement. TRT also suggested as an alternative 
that all unrouted traffic be divided equally among all the 
carriers tariffed to serve a given location. 
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result in a transfer of approximately $1,990,595 gross 
international tolls per wens from RCA Globcom to the other 
carriers. We submit this proposal for private enrichment 
by manipulating the formula would not be in the 

public interest. 

As explained in RCA Globcom's Supplemental Comments 
filed on August 1, 1975, the increase in sales expense would 
result from the "multiplier effect" inherent in the ITT 
proposal. To understand this principle it is first 
necessary to realize that of the approximateiy 6.6 million 
telegrams annually interchanged with Western Union, 4 little 
more than 75% are not routed by the sender. Consequently, 
under that proposal, if a carrier secured a routed message 
through solicitation, it would automatically receive not only 
that one message but an additional bonus of three or more 
unearned unrouted messages as well. When the single routed 
and three or more unrouted are combined with an equal number 
of inbound mossaxes*, it can be seen that the revenue benefit 
from soliciting a single routed message would be generally 
seven or eight times the revenue from that singlé routed 
message. 


LMM ALL ALLL ALLL AAD ALLA AND 


*Most overseas administrations return traffic to the United 
States IRCs more or less in proportion to the traffic they 
receive from each of the IRCs. 
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It was also demonstrated that unrestricted competition 
would inevitably cause each carrier to expand these solicitation 
efforts until the margin? solicitation cost expended per 
routed message received from Western Union approached the 
total revenue that the IRC received not only from that routed 
message but rather from up to seven or eight additional 
outbound and inbound messages .* 
The overall effect of the ITT proposal 
would be, therefore, to give the carriers 4 compelling 
incentive .» ancrease their sales expenditures in a hope of 
securing that additional routed message. We estimated that 
the approximately $1.3 million now spent annually on telegram 
solicitation would be increased many-fold. Such proposals 
would not yield any benefits to the public. Rather, the most 
likely outcome would be telegram rate increases, 4 diminution 
of service quality or both brought about by the wasteful 
escalation of nonproductive sales effort. 
We again direct the Commission's attention to the 


statement made by it over thirty years 480 in the original 


————————————————— 


*As previously shown, the IRCs incur relatively little 
variable operating costs on either routed or unrouted 
messages originating with Western Union. 
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formula proceeding. There the Commission realized that 
excessive sales expenditures yield no public benefits. Le 
alse realized that a formula that restrained such excesses 
would contribute to a more efficiently and economically 
operated international telegraph system. We submit that the 
relative stability of international telegram rates in face 
of inflation, declining volumes, and increased 

payouts to Western Union demonstrates that this finding 


remains as true today as in 1943 when it was made. 


Le Equity As Between The Carriers Does Not Require A Change 


In The Formula 

Realizing that it could not carry the burden of 
demonstrating that the existing formula is adverse to the 
public dpeecest| ITT fell back on a self-serving argument 
that it only had to demonstrate that the formula was inequitable 
as between the various carriers. We do net believe comment 
is required on the substantive merits of its legal argument. 
It is sufficient to state that it did not demonstrate that 
the formula is inequitable or that its recommendation is now 
co eabie’ 

In fact, the Commission in prescribing the formula 


found it to be not only just, reasonable and in the public 


interest but also equitable. Further, no carrier raised any 
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question with respect to the equity of the formula until the 
formula was over 20 years old. Given this situation, we 
believe that ITT has a heavy burden of showing the change 
in conditions which now makes inequitable a formula pre- 
scribed by the Commission and indisputably equitable for 
two-thirds of its existence. 

It is obvious that ITT has not carried this burden. 
It has sought to define equity as encompassing ITT's interest 
slione. This definition oF equity is unacceptable since it 
disregards not only precedent but also the very meaning of 
the term itself. Any acceptable definition of equity must 
include due regard for the interests of all of the carriers 
receiving traffic under the formula. We submit that the 
Commission must. consider that RCA Globcom has equitable 
rights to the traffic it: has carried under the formula for 
30 years and under which it has provided uisurpassed service to 
the public. A sudden diversion of significant eageques from RCA 
Globeom to ITT or TRT would be grossly inequitable and would serve 
no possible public becca. 

ITT, on the other hand, only argues for more and 
more revenues for itself. Yet ITT has done very well under 


the existing formula. It received over the last 30 years 4 
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greater share of the telegram traffic than was originally 
envisioned under the formula. In fact, as of December 1973, 
ITT had overages in excess of $24.6 million. This represents 
excess benefit received by it under the operation of a formula 
which it labels "inequitable". We again submit that once 
having received more tolls than originally envisioned, Lit 
should not be heard to argue that “equity demands" even more 
be taken from the other IRCs and handed to it. 


VI. Any Change In The Formula Must Recognize The Accumulated 
Overages and Deficiencies 


RCA Globcom previously stated to the Commission 
that even in the event the formula is changed, the Commission 
must recognize that the accumulated overages and deficiencies 


represent a lawful obligation which may not legally or equitably 


be voided without the consent of all parties. 

The concept of overages and deficiencies has its 
basis in the formula, the basic operation of which was described 
by the Commission in the designation order. An overage is 
the amount by which a carrier has exceeded its quota for any 
category of traffic to a subarea and a deficiency occurs when 
the routed and unrouted traffic turned oe to a cartier is 
insufficient to satisfy its quota. ITT's accumulated overage 
as of December 1973 was $24.6 million. RCA Globcom's deficiency 


as of the same date was $49.8 million. 


It should be realized that these overages and 
deficiencies result from the operation of a formula provision 
prescribed by the Commission. Section V.(ii) states that 
if the unrouted messages distributed under the quotas 

fail in any month to give any international carrier 

its quota of gross international tolls from such 

category, the distribution of messages shall be 
modified as soon as is practicable after the 
ascertainment of such deficiency in such deficiency 


in such manner as to compensate for such deficiency 
and to assure to such carrier thereafter its quota 


of gross international tolls. . .(Emphasis added). 


This provision requires that the Commission recognize that 
RCA Globcom has not been agile the amount of unrouted 
traffic required under the formula. It also requires that 
an integral part of any change in the formula be a provision 
compensating RCA Globcom for its accumulated deficiency 


The above cited language gives RCA Globcom a vested right to 


be compensated for past deficiencies and that.right cannot be 


taken away by changing the formula. 

In other words, the Commission, once having determined 
that the formula which gives rise to these amounts is in the 
public interest, cannot, in revising the formula, void the 
accumulated deficit without adequate compensation. In 
addition to this legal obligation ansharioe from the language 
of the formula itself, RCA Globcom submits that it has an 


equitable claim in recognization that it has in good faith 


complied with the formula under the assumption that the 
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continuing obligations as reflected by the deficiencies would 
be honored. We conclude that i£ a change in the formula is 
to be made, the change must reflect the accumulated deficiency 
and compensate for it or be the result of a voluntary compro- 
mise under which the parties would relinquish their right 
under the formula in return for other benefits they find 
compensatory. 

The WI Proposals 

In its latest round of comments, WUL suggested three 
different proposals for changing the formula. First, it 
recommended that the formula be amended by the Commission to 
provide that each carrier now operating as 4 unit be accorded 
only one vote in ne International Formula Committee. This 
would eliminate the situation where ITT casts four votes in 
the Committee because of its acquisition of All-America 
Cables and Radio, Mackay Marine Corp.; Commercial Pacific 
Cable Company and Globe Wireless Incorporated. It would also 
eliminate one vote of RCA Globcom's. WUL states that if this 
change were made, any reluctance of the other carriers to 
submit disputes Co the Committee would disappear and it would 
function more efficiently. We agree and do not oppose this 


suggestion for change in the formula. 


. is 


Second, WUIL recommends that all unrouted traffic 
be distributed to the international carriers in the same 
proportion as the distribution of unrouted traffic that was 
made during the period of the Western Union statistical study 
of outbound international traffic (December 1974-February 1975). 
Routed and self-originated traffic would not be considered in 
determining the distribution of unrouted traffic. 

RCA Globcom believes that this recommendation would 
merit serious consideration. This WUI proposal would eliminate 
that feature of the formula most objected to by IT in that 
the securing of additional routed traffic would no longer 
mean that in certain situations the carrier would auto- 
matically lose unrouted traffic. The WUI proposal would 
not suffer from the unprecedented infirmity of the pig 
proposal which would hand the carrier securing 4 routed 
message not only that routed message but also an unearned 
bonus of six or seven unrouted and inbound messages aS well 
(the "multiplier effect"). Accordingly, under the WUIL 


proposal 4 carrier would neither be penalized nor unduly 


rewarded by its solicitation efforts and while solicitation 
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expenses would undoubtedly increase, they would be held at 
a far lower level than under the ITT proposal. Moreover, 
any revenue effect on the carriers of the WUI proposal would 
be gradual. Each carrier could attempt through increased 
solicitation efforts to dry up the pool of ean 
but it would not receive a big bonus if it converted an 
unrouted message into a routed one. Thus, the feature that 
each carrier maintain its relative share of the unrouted pool 
as of a specific period would result in a gradual decline in 
the size of the unrouted pool but not produce 4 drastic 
change such as proposed by ITT which would shift very large 
amounts of revenue from any one carrier to another in one 
sweeping action. 

In recognition of the different views presented 
and in order to facilitate a compromise soiution, RCA Globcom, 
without prejudice to its legal right to 2 full ieniacs 
hearing under Section 222(e) (3) and its legal and equitable 
right to have future compensation for the accumulated 


deficiencies in the event this compromise is not effectuated, 


would support the second WUI proposal. 


16. 
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The third WUI proposal, however, does not provide 
a satisfactory basis for a change in the formula. This 
proposal has the following parts which according to WUI are 
inseparable: 


‘Replace the separate gateway and hinterland quotas 
by one composite nationwide quota. 


‘Change the basis of the quota from gross international 
tolls to the number of messages. 


‘Eliminate specialized treatment given to certain 
classes of service, such as governmental and press 
traffic, and treat 211 messages the same regardless 
of class. 


‘Eliminate the Area A, B, and C and all subarea 
classifications, and treat each destination country 
as a separate area. 


‘Eliminate WUI's exclusive right to all traffic filed 
with Western Union offices in Manhattan sourth of 
60th Street and at designated Western Union offices 
in Washington, D.C. and San Francisco; WUI would 
have the same right to collect traffic in those 
cities as the other IRCs located in those cities. 


‘Eliminate the quotas for both Canadian carriers. 
‘Eliminate Schedule B. 


‘Include all of the RCA Globcom gateway traffic to 
Areas A and B under the formula. 


The first four parts of WUI's third proposal would 


appear to affect all carriers equally and therefore would 
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not be objectionable. RCA Globcom would also not object if 
WUL decided that it would give up its right to traffic filed 
with certain Western Union offices in the gateway cities under 
the indicated condition. The changes it suggests, however, 
with respect to Schedule B is in an entirely cifferent category. 
It is an unilateral attempt by one carrier to deprive another 
carrier of its legal, contractual and formula rights without 
any substantive factual support or any legal foundation. 
Schedule B was originally devised to recognize the 
contractual rights which RCA Globcom had under arrangements 
with Western Union and further to compensate it for the 
relatively unfair position in which it had been placed by 
the dominant Western Union position that existed at the time 
‘the formula was prescribed. * As described in the Merger Case, 
RCA Globcom "was limited by competitive and contractual 


restrictions in obtaining unrouted out-bound trans-Atlantic 


ee ena 


*Prior to the merger, Western Union channeled nearly all of 
its Atlantic traffic to its cable department, and Postal, the 
only other domestic carrier, channeled its overseas traffic 
to its affiliates, leaving RCA Globcom virtually without 
access to the hinterland market. 
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and Latin-American messages in 1652, 4 <" Ibid. at 190 

(Emphasis added). Schedule B was the means by which the 
Commission fixed relative rights and prevented the continuation 
of a preexisting unfair division. By approving Schedule Ss, 

the Commission was motivated not only by equitable considerations 
because Section 222 specifically provides that the formula 

Naill be, so far as is consistent with the public interest, 


in accordance with the existing contractual rights of the 
carriers." (Emphasis added). Accordingly, we submit that 

if any action is taken to revise the formula, the Commission 

is required to recognize the contractual rights of RCA Globcom 
to Schedule B traffic. The change as suggested by WUL would in. 
effect abrogate those contractual rights without any showing 
that they are inconsistent with the public interest. 

With respect to the WUL proposal to “include all of 
the RCA gateway traffic to Areas A and B under the Formula," 
after discussions with WUI, it is our understanding that it 
intended that RCA Globcom would receive quotas to reflect the 
base period traffic to such Areas originating in the gateways 


as well as the hinterland. Unfortunately, there is 4 paucity 


of data on the traffic actually handled by RCA Globcom to those 


areas for that period. Further, even jf it were available, it 


» 22 « 
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would require a substantial analysis to determine the effect 
such a change would have. Therefore, at this point RCA Globcom 
opposes this WUI proposal until such time as it has been able 
to locate the necessary information and had a full opportunity 
to evaluate it. 

Conclusion 

RCA Globcom submits that the proponents of change 
have not carried the heavy burden of proving that the existing 
formula is unjust, unreasonable, inequitable, and not in the 
public interest. Their proposals suffer from various defects, 
which have been detailed jin this and prior comments, and 
would act contrary to the public interest. Therefore, we 
believe that the hatte woke again hold that the existing 
formula continues to meet the statutory criteria. 

It is obvious that this proceeding will have a far- 
reaching effect on the public insofar as concerns rates for 
telegram service and the ability of all carriers to provide 
a quality service in the future. In view of this, RCA Globcom, 
subject to its offer of compromise set forth above, again 
asserts its rights to 4 full and evidentiary hearing on the 


formula question. Without this hearing, RCA Globcom and, 


«%3- | 
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more importantly, the public will be denied the due process 


protection given by the statutory requirements of Section 222. 
Respect fully submitted, 


RCA GLOBAL COMMUNICATIONS, INC. 


s/ Francis J. DeRosa 


s/ Carl J. Cangelosi 


Its Attorneys 
60 Broad Street 
New York, New York 10004 


August 28, 1975 
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Before the 
FEDERAL COMMUNICATIONS GOMMISSIO?; 
Washington, D.C. 20554 


In the Matter of ) 
) Docket No. 19660 
International Record Carriers’ Scope ) Rm. - 690 


of Operations in the Continental United ) 
States Including Possible Revisions to the ) 
Formula srescrised under Section 222 of ) 
the Comrunications Act ) 


REPLY COMMENTS OF ITT WORLD COMMUNICATIONS INC, 


ITT World Communications Inc. (ITT Worldcom) hereby submits : 
its Reply Comments in the above captioned inquiry into revisions of the 
Internaticnal Formula. Through the ten-p!us year history of this pro- 
’ ceeding ITT Worldcom has conclusively demonstrated thet substantial 
revisions to that Formula are necessary. ITT Worldcom has proposed a 
revised Formula to distribute unrouted in proportion to routed traffic; as 
will be seen hereafter it also regards the all-routed suggestion made by 
The Wester Union Telegraph Co. (Western Union) and by the Office of Te!e- 
communications as an acceptable alternative revision to the existing Formula. 
With the completion of this fifth sound of formal pleadings, and the 
completion of a lengthy and detailed traffic study by Wester: \Jnion, this 


i/ 


matter is clearly ripe for Commission decision. 


1/ Any *hearing" requirement either from the Communications Act or the 
Administration Procedure Act will have clearly been satisfied at this 
point. No material issues of fact are in dispute so that an "oral, 
evidentiary hearing" is clearly not required or needed. 


mL 


IZTT Worldcom has shown -- throughout the numezu 
which have been required in this proceeding -- the clear necessity for 
substantial revision to the existing Formula; those carriers urging the 
maintenance of status quo have compietely failed to ratisnalize their 
position with the statutory requirement that the Formula be "just, reason- 

Z 

able, equitable and in the public interest" a Commission should 
therefore now act to replace the anachronistic Formula existing today with 
a Formule which satisfies the statutory mandate at the earliest possible 
moment. 

ITT Worldcom has proposed a revised Formula which would 
distribute unrouted traffic to a carrier in proportion to th= routed 


traffic transferred to that carrier, by Western Union, for transmis- 


sion via such carrier's direct circults to ‘overseas points. Such 


a Formula would clearly provide a reasonable distribution of 


unrouted traffic; would foster the Commission's policy favoring com- 
solitins among international record carriers; and, by eliminating many 

of the complexities of the existing Formula, would simplify the administra- 
tion of the Formula. Recognizing, however, the several expressions by 
Western Union of concern with the administrative burden to it of any Formula, 
‘ITT Worlécom would be agreeable to a further simplification in the Formula 
administration. Rather than maintaining separate Formu:2 cistributions 


Mg The so called, "compromises" proposed at the eleventh hour by Western 
Union International, Inc. are both insubstantial anc wholly inadequate. 
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by dest:nation country, as proposed, the Formula coulc z= esrablished to 
Provide @ single worldwide distribution of unrouted tréZiic in croaortion to each 
participeting carrier’s share of routed Western Union trensfers (i.2., the data 
base would be all U.S. origin Western Union transfers zo ali overseas destina- 
tions with no further delineation of traffic ~- except as beiween routed and 
unroutec, and international carrier by which routed). 
‘nother acceptable alternative has previously b2en urged by 

Western Union, and recently endorsed in the draft repoz prepared by 
the Office of Telecommunications of the U.S. Department of Pe io 
i.e., elimination of a Formula, as such, and instead reculrine that all 
telegraph message traffic filed with Western Union be Ssecifically routed 
by the sender. While noting the concerns expressed in the Supplemental 
Comments of RTA Global Communications, Inc. (respesiing the all-routed 
Proposal in the Office of Telecommunications Report) that e customers | 
routing mey be improperly influenced ly the name similexiy betveen 
Western Union and Western Union International, as well as ITT Woridcom's 
earlier expressed comments of a similar nature, ITT Wor'acom has come 
to the view that this problem can be somewhat alleviateg through the 
institution of appropriate administrative procedures on the oert of Western 
Union, ard its employees and agents. 
3/ While this Report has apparently not been formally Zled ~: 

mission @s part of this Docket, it has received wid= circu 


cluding, at least,..the carriers having an interest in the 
the Commission's Staff, 


“ith the Com- 
Woke in- 
mula and 
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The all-routed proposé. has the virtue, as noted in the Offic 


a) 


of Telecommunications report, of providing a "true competitive solution," 
It would place all carriers on én equal competitive footing and thereby 
further the Commission's policy goal of stimulating competition among 
ecaimunteations carriers, It is also most consistent with Western Union's 
concern for administrative simzlificetion of its Formula responsibilities. 
ITT Worldcom does, however, disagree with the suggestion in 
the Office of Telecommunicaticns: report that implementation of its all- 
routed proposal should require 2 three-year phase-in period. The only 
significant effort required for implementation of an all-routed approsch 
is the development of Western Union message acceptance procedures 
which will assure fairness of customer selection for all IRCs. This effort 
should easily be accomplishab!e within six months after Cormmission deter- 
mination to adopt an all-routec approach, including time for Commission 
approval of such acceptance procedures. 
In conclusion, ITT Woridcom submits that the extensive record in 
this proceeding demonstrates beyond argument that the existing Inter- 


national Formula is contrary to the public interest and is unlawful. ITT 


Worldcom has proposed a revised Formula which relates unrouted traffic 


to the routed traffic received by a carrier. An alternative and equally 
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acceptable Formula révision has been Proposed by the Office of Tale~ 
communications, and supporzed by Western Union, to re Cuire all out- 
bound traffic to be routed by the sender. Either of these proposals is 
consistent with the Formula resuirements of Section 222 o£ the Communi- 
cations Act, and, as well, with the genera! policies of the Commission, 


The record is now complete and the issue is ripe for decision. 


Any further delay would be unconscionable. "Let right be done," 


Respectfully submitted, 


ITT World Communic2tions Inc. 


oe ee ne f. oe 
John A, Ligon 

Its Attorneys 

67 Broad Street 

New York, N.Y. 20904 


Of Counsel! 


John F. Gibbons, Esq. 


Dated: August 28, 1975 
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Laurence Singer, Esq, 
Western Union Telegraph Co. 
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William D. English, Esq. 

Vice President and General Counsel 
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Carol Santoro 


Before the 
FEDERAL COMMUNICATIONS COMMISSIO¥ 
Washington, D. C. 20554 
In the Matter Of 
International Record Carriers! Scope of Docket Nu. 19660 
Operaticns in the Centinental United RM-690 
States including possible revisions to 
the Forrula prescribed under Section 222 
of the Communications Act. 
To: The Commission 


REPLY COMMENTS 


Western Union International, Inc. (wut) nereby 


submits its Reply Comments in compliance with the Commission's 


Order of August 19, 1975, extending the time for reply comments. 


Summary 


The principal proponents of change in the International 
Formula, ITT World Communications, Inc. (ITT) and TRI Tele- 
communications Corporation (TRT), have now had an Opportunity 
to fully substantiate their contentions that the Formula needs 
revisicn. It is remarkable, therefore, that in their respective 
Supplemental Comments filed August l, 1975, neither TRT nor 
ITT has found anything Significant to add to its previous 
insufficient case. When the ITT comments are analyzed, it 
can be seen that ITT has made but a single substantive point, 


That is, the various Carriers do not receive the same percentage 
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of unrouted transfer traffic as they do routed transfer traffic. 
From this well-known undisputed fact, ITT leaps to the conclusion 
tnat the Formula is “unjust, unreasonable, inecuitable and not 
in the public interest". ITT's reasoning is circular and 
unpersuasive. Because routed and unrouted ratics are disparate 
the Formula should be changed to make them identical, according 
co LTT, 

The TRT comments are similarly devoid of any rational 


connecticn between its proposal and either logic or the public 


interest. TRT's petition does little more than point to the 
differences between routed and unrouted transfer traffic, 
without cemonstration of any logical connection. TRT adds | 
calculations purporting to demonstrate TRT's belief that the 
impact of either the TRT or the ITT proposal upon the inter- 
national carriers will be slight. wWwuUI disputes <he accuracy 
of TRT's calculation of the impact on WUI. However, assuming 
arguendo its validity, TRT's argument is two-edged. If the 
impact of a Formula change on the international carriers is 
in fact slight, there really is no justification for the 
Commission's devotion of substantial resources to the investigation 
of the change in the Formula, since the public is not affected 
at ail. 

To the extent that the Formula needs any amendment 


at all, the process can be accomplished far more efficiently 


by using the existing mechanism for resolving Formula disputes. 
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This is the reasoning underlying WUI's Proposal No. 1 in its 
August 1, 1975 Supplemental Comments. WUI believes that if 
the voting provisions of the International Formula Committee 
(IFC) were to be modified to make it a representative body, 
and the Commission's Staff were to take an active and 
constructive role in the IFC deliberations, the carriers 
would in a relatively short time agree upon a Formula 
modification that would meet the essential requizements 

of all parties. The Commission would then be able to impose 
reporting requirements and deadlines. 

Similar procedures have proved effective in other 
situations where a number of carriers with seemizgly irreconci- 
lable views reached a consensus through negotiations under 
Commission guidance. For example, the members of the Marisat 
consortiuz managed to obtain substantial agreemert on almost 
all of the aspects of a $100 million dollar system to accomplish 
an unprecedented task. Similarly, negotiations tnder the 
Commission's insistence have resolved complex issues by partici- 
pants with widely divergent view points in areas such as the 
rates and conditions of circuits offered by the Fell System to 
other common carriers. 

Consequently WUI urges that the Commission adopt WUI's 


Proposal Xo. 1, contained in its Supplemental Comments, and 
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amend tre Formula to provide for one vote for cich carrier. 
Phe carriers should thereupon be required to mest for sericus 
negotiations to adopt any appropriate amendments tc the Formula 
ror approval by the Commission. Such a procedure would be 
in full accordance with Section XI of the Formula which requires 
that disputes among interested carriers be subm:tted to 
the IFC for resolution. WUI's alternative Propcsals No. 2 
and No. 3 (in our Supplemental Comments) could form the basis 
for IFC negotiations because neither proposal serves partisan 
interests of any single carrier. 
ITT's Proposal Is Deficient 
In its Supplemental Comments, ITT failed to address 


the practical problems and inconsistencies inherent in its 


proposal. WUI has already demonstrated in its Supplemental 
Comments the illogic of tying the distribution of unrouted 
traffic, which is mostly social, to routed traffic which is 
mostly business. Nor has ITT provided any details of how 
it proposes to distribute traffic destined to the Many points 
to which no carrier has an "authorized direct circuit". 

Since ITT's proposal would limit the benefits of the 
Formula to those carriers with "direct circuits” to particular 
overseas Cestinations, it is necessary to examine this concept. 


ITT does not provide a definitiion of a "direct circuit". 


Upon examination, this concept appears to be vague and there 


are Many possible defin:tions. F 


which there is an 


or example, a destination to 


"authcrized direct circuit" could be defines 


(1) A destination country to which there 


is a physical c-rcuit directly from the continental 


United States that Goes not pass through an inter- 


mediate country; 


(2) A destination country to which there 


is 
a circuit that might pass through an intermediate 


country, but witn a continuous electrical connéction; 


(3) A destinacion country served by a circui+ 


we 


which passes thrcough an intermediate country with an 


automatic switch; 


(4) A destination country to which traffic is 


forwarded manual}: 


7 Or Semiautomatically from an inter- 


mediate country; 


(5) A destination country with whom the U.S, 


carrier has a 50-50 division of tolls, regardless 


of circuit configuration; 
(6) 
the U. §, 


A destination administration with whom 


Carrier settles accounts directly, regardless 


of the ratio of the division of tolls and of the 


Circuit configuration; 


(7) 


A destination administration with whom 


445 


there is direct settlement of accounts by the U. S. 
carriers but the traffic transits an intermediate 
country which is compensated on a per-word or message 
basis; or 

(8) A destination administration in the same 
circumstances as (7), except the intermediate country 


is compensated on a flat monthly basis. 


The above examples are more than hypothetical. Other 
real complexitizs exist, such as message traffic so the U. S. 
Virgin Isiands, where WUI operates through an affiliate and 
receives U. S. Mainland traffic retransmitted frem Puerto Rico. 
Query: does WUI have "authorized direct circuits” to the 
Virgin Islands within ITT's concept of a revised Formula? 

WUI does not argue that any one of the above examples 
should concrol ITT's definition of “authorized direct circuits." 
However, tne existence of the numerous possible cefinitions 
will inevitably lead to disputes in the administration of the 
Formula unger ITT's proposal. 

In seeking to make the distribution of unrouted traffic 
dependent <pon the pattern of routed traffic transferred by 
The Westerz Union Telegraph Company (WUTelCo), ITT inconsistently 


ignores the significant amount of traffic generated by WUTelCco 


Telex and TWX subscribers and filed with the intexrnationai 


| 
| 
| 
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cCacriers through direct access connections. A WUTelCo Telex 
cubscrider who desires to route a message vie WUI could either 
dial 6481 to reach WUI's computer directly, or 6161 to send a 
routec sessage to WUI's computer via WUTelCo's computer 
facilities. iff would apparently regard the 616l-dialed message 
aS routed via WUI, but not so for the 6481-diaied message, 
Obviousiy a subscriber dialing either number is manifesting 

his intention to route Specifically via WUI. This inconsistency 
in ITT's proposal is another indication that it is ill-conceived 


and unworkable, 


The avowed rationale of ITT's proposal is that the 
share ot cine traffic that a carrier obtains is solely 
dependexs on the quality of service, iff argues that a 
carrier with a higher proportion of routed traffic has a 
better service and Should be rewarded by a greater share of 
unrouted traffic. This argument rests upon a fallacious premise. 
Since the quality of service for outbound traffic is the same 
for all cestinations due to the uniform treatmert required 
by the carriers’ message switching computers, the proportion 
of routed traffic should be roughly the same recardless of 


the country of destination. Such is not the case, however. 


Attachment A hereto shows the distribution of routed 
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transfer traffic to various destinations. Each carrier has 

a wide spread between the lowest and the highest share of 
routed craffic to particular countries. For example, RCA 
ranges from 2.5% for Cuba to 45.5% for Iran. WCI's ranges 

from 21.1% to 63.5%. It is inconceivable that such disparities 
could Ee explained solely by a difference in service quality 
“to these various countries of destination. It is more reason- 
able to assume that a carrier's share of the routed market to 
any country is also affected by the amount of solicitation 
directeé to customers with Significant traffic to that country, 
and on an historical association of a particuler carrier with 
that country. 

For example, TRT has a low market share to all 
countries except Central and South America, the Caribbean 
area, ad Germany, where its share is significantly higher. 
TRT has of course a long history of service to the Latin 
American countries, and has concentrated consiéerable effort 
to developing traffic to its recently acquired European direct 
service points, such as Germany. Likewise, RCA has an 
pietiee 3) ehanciaeins with the Pacific area, and consequently 
has a generally large share of routed trafzic <co that area. 

It is apparent that market share is dependert ox Many factors 
in addition to service quality, and ITT's avoweé rationale 


is clearly invalid. 
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TRT Position is Unsound 

TRT's Supplemental Comments add little or noth ing 
new to this case. TRT also fails to draw any logice? «2nniection 
between routed business traffic and unrouted sociae.. traffic. 
Like ITT, TRT relies solely on the fact that the distributi«:. 
ratios of routed and unrouted traffic are not the same -- a 
well-known phenomenon due larcely to historical and marketing 
factors. TRT's evaluation of the impact of its suggested 
amendment to the Formula is net valid, since it includes the 
revenues of the carriers from telex and leased channel traffic. 
Obviously, this overall revenze cannot be used to measure the 
effect upon the U.S. carriers of artificially-induced shifts in 
telegraph message traffic. 

Furthermore, the caiculation in TRT's Table 5 
indicating an annual loss of $511,342 for WUI grossly under- 
States the results. TRT ignores the fact that a large part 
of the traffic that WUI would lose under TRT's Formula revision 
is destined to the United Kinczom, for which WUI handles both 
terminals and retains more thax the average revenue per unrouted 
message utilized by TRT in its calculations. Nor does TRT 
give any recognition to the loss of reciprocal inbound traffic 


derived from proportionate ret=rn agreements with overseas 
™ 


- yo o 


correspondents. WUI estimates that its actual revenue loss 
would be approximately twice chat of the erroneous TRT estimate. 
RCA Addresses Irrelevant Issues 

RCA Global Communications, Inc. (RCA) devotes a 
substantial portion of its Supplemental Comments to a discussion 
of a draft report prepared by the Office of Telecommunications 
of the U. S. Department of Ccamerce. This report contains a 
recommendation that customers be compelled to specifically 
route all of their overseas messages via a particular carrer. 
Obviously, it would be impraczical to force the senders to 
specify a carrier routing. Would the sender be denied service 
if he declined to choose a specific international carrier 
when filing an international =essage through wuTelCo's central 
telephone bureau? Since the Commerce Department draft report 
has not been formally adop ed, nor officially placed before 
the Commission as an alternat:ve in this case, WUI does not 
believe that it is relevant herein. If the Commission is 
disposed to consider this draz= report, it should so advise 
the carriers and give them an opportunity tc comment. 

WUI regrets that RC has chosen the Commerce 
Graft report as an excuse to launch an irrelevant and ill- 


founded attack upon WUI's corporate name by alleging public 


confusion from the similarity sof names between WUI and the 
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domestic telegraph company. This anachronistic issue was 
vigorously debated 15 years aco in the Docket No. 6517 
Divestment Case, and was resolved in favor of WUI's use 
or its corporate name. Western Union Divestment, 30 F.C.C. 
323, 3434; affirmed upon recorsideration, 30 F.C.C. 951, 967-8. 
The unfair advantages accruing to RCA from its giant 
conglomerate corporate family of the same name and identical 
logo are overwhelming. Notwithstanding, that the Commission is 
just now considering additional gateway cities, RCA maintains 
an unfair pervasive hinterlané presence and identity icnuss 
che RCA Service Company which, among other things, maintains 
and supplies teleprinters to hinterland customers who can use 
this equipment to send international messages. Attachment B 
hereto depicts RCA teleprinters available to the public in 
the hinterland. 
RCA's irrelevant attack upon WUI in pages 13 through 
18 of its Supplemental Comments should be disregarded. RCA 
relies upon an alleged market survey whose alleged summary 
results are quoted by RCA, without disclosure of the necessary ¢ 
parameters required to evaluate the adequacy and objectivity 


of the alleged survey. It is well known that the results of 


- a questionnaire are influenced dy the manner in which the 


sample is selected and the queszions posed, and by the methodology 


used in tabulating and analyzins the answers. 
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Conclusion 
In its Supplemental Comments of Augest 1, WUI has 
presexted proposals for Streamlining the Fornula, and energizing 
the International Formula Committee, without the disruptions 
entaiced by the ITT/TRT proposals. If the Commission does 
believe that the passage of time since the Formula was adopted 
requires some modification thereto, any of the three proposals 
set out by WUI would provide a far more beneficial result 
than the simplistic, but drastic, ITT/TRT proposals. However, 
WUI reiterates that the issue of Formula revision is a tempest 
in a teapot which is unworthy of the time and effort of the 
Commission and the industry already consumed. This is not a 
burning public interest issue. Accordingly, the Commission 
would be well-advised to terminate this Formula proceeding. 
Respectfully submitted, 
WESTERN UNION INTERNATIONAL, INC. 


By: Roger P. Newell 
Senior Attorney 


One WUI Plaza 
‘New York, New York 10004 


Dated: August 28, 1975 


Deft thee 
MiG 2 


éttecsto et £ 


Distributio:. of Route? Transfer Traffic 
ee, SESNSSOr FERtEIC 


Destination Tot'al RCA 
Routed MSCS cs 

France $425 1365 

Germany 6533 1736 

Great Britain 13513 

Italy 6275 

Switzerland 2479 

Arabia 2650 

Argentina 

Baharas 

Colorbia 

Cuba 

Eouader 

Jaratra 

Puerto Pico 


Veneescla 


Ss-rce: WTelCo 13-week study. 


Analysis of rouce. trscca 
bases o:. Wot Stuty 


Destinaticn Total 
ee Routed 


Australia 6333 
Bong Kong 4250 
India $308 
Iran 3840 
Jap2>. 9532 
binyapwore 2143 


Thailand 2585 


eeze: Percentages ray not total to 197% due to orission of “other” category. 


OY pet tiooth un PT year lease 
(Stat ty Meyher ice BC day lease ) 


Whats so great about 
Teletype*equipment 
leased from RCA? 


RCA opens uf 
new line to “ 
Teletype ‘equ 


Now — lease Teletype equipment from RCA for 
just $45 per month on 1-year lease (send/receive 


The RCA technician is the important differ- 
ence you get with an RCA lease... no matter 
which Teletype data communications equip- 
ment you select. As a key man in the nation- 
wide RCA service organization, he stands 
behind the Teletype you lease trom uS, ready 
to serve you promptly, skillfully 


Just one more way anRCA lease Can $ave you 
time, money and trouble. 

Pictured 33ASR equipped with 101C Data 
Set for “Dial-up” service. .. just $84 per month 
including maintenance. Interfaces with Bell 


System 10018 (CBT), 10010 (CBT) and | 


1001A (CBS) of Western Union TAA for TWX 
use. Other Teletype printers from $42 per 
month. Full line of accessories, plus system 
Planning assistance, toot 

For full details, call or write: 

RCA Service Company 

A Division of RCA 

Technical Services 


model 33KSR) including maintenance. With wor Cherry Hill Bldg 204-2 

! i i - amden, NJ. 

up ob _ 90¢ a day more! (Slightly higher for 9 Camden, NJ. 06101 | LEH | 

cay lease. 

# ~rompt installation and maintenance services by Registered Trademark of Teletype Corp 
HOA technicians based in over 149 cities 

@Uelvery through our coast-to-coast warehouse 
ne! work 

@/ jtor:atic unattended operation 

@ {suiit-in dial Capability 

@ Alternate voice Communications 

@irction or sprocket (pin) feed 

@interfaces with Bell System 1001B (CBT), 1001D (CBT) Source: Communications News 
ar 41091A (CBS) or Western Union TAA for TWX use. 

For tuil de'a:is ard rates call or write: 

Ros Ser.ice Company. A Division of RCA, 

Tec: ra’ Ser, 245. Bldg 204-2, Camden, NJ 08121 

Phone (£19, 779-4129 


“> $ $eraca mark of AT&T Co 
7)! Travenian of Teletype Corn 
” BO lM Nd LY Ni te tay EO [CR a el ne ey ltl 


Cite Ss Om hoiker Gervica Card 


Circle 69 on reader sernice caid 


@ Juowyorqay 


CERTIFICATE OF SERVICE 
I, Susan Braitman, de hereby certify that a copy 
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ITT Worid Communications Inc. 
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Carl J. Cangelosi, Esq. 

RCA Global Communications, Inc. 
60 Broad Street 

New York, New York 10004 


Roderick Mette, Esq. 

TRT Telecommunications Corporation 
1747 Pennsylvania Avenue, N.W. 
Washington, D. C. 20006 


Jack Werner, Esq. 

The Western Union Telegraph Company 
1828 L Street, N. W. 

Suite 1001 

Washington, D. C. 20036 


Mr. J. A. Berenger 
French Cable Company 

25 Broad Street 

New York, New York 10004 


United States-Liberia Radio Corporation 
1200 Firestone Parkway 
Akron, Ohio (AIRMAIL) 


Mr. D. UW. MacLeod, General Manager 
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Mr. L. F. Swaine 

Canadian Pacific Railway Co. 
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International Quota Bureau 
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William D. English, Esq. 
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Comsat General Corporation 

950 L'Enfant Plaza, S. W. 
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Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D.C. 20554 


In the Matter of 


International Record Carriers’ Scope 

of Operations in the Continental United 
States, Including Possible Revisions to 
the Formula prescribed under Section 222 
of the Communications Act 


Docket No. 19660 i 
RM-630 


eFC 


TRT'S REPLY TO SUPPLEMENTAL COMMENTS 


TRT Telecommunications Corporation (TRT} hereby submits 
its Reply to the Supplemental Comments filed herein Ey ITT World 
Communications Inc. (ITT), RCA Global Communications, Inc. (RCA) 
and Western Union International, Ine. (WUI) relating to the 
_ revision of the Formula prescribed under Section 222 of the 
Communications Act for the distribution of ‘outbound interna- 
tional traffic. In support hereof, TRT respectfully states as 
follows. 

I. The Present Formula Is Clearly Unjust, 
Unreasonable, Inecuitable And Contrary 
To The Public Interest 

In this lengthy proceeding, numerous pleadings have been 
submitted by the interested carriers. All facts relating to the 
present operation of the Formula and its historical cevelopment 
are now befure cne Commission. TRT submits that it is clear from 
the recoré before the Commisssion that the revisicn of the present 
antiquated Formula, prescribed over thirty years ago, is long 


everdue. The record shows, as outlined on pages 20-16 of TRT's 


Comments submitted on July 8, 1974, that the present Formula is 
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‘inequitable, illogical, cumbersome and is detrimental to the 
public interest in that the Formula acts as a disincentive to 
competition and better service, it arbitrarily assigns and denies 
quotas, it operates in an illogical manner which is inconsistent 
with its objectives and it unfairly accords the ¢gzeat majority 

of unrouted traffic to two carriers, RCA and WUI, on a completely 
arbitrary basis. | 

In spite of the overwhelming and largely undisputed 
record before the Commission showing the inequities and other 
defects of the Formula, the two principal beneficiaries of the 

. present Formula, RCA and WUI, continue to argue in their latest 
pleadings that there is no need for revision of the Formula. 
Thus, RCA and WUI argue that the present Formula should not be 
revised because it has operated satisfactorily for the last 
thirty some years. By operating satisfactorily, RCA and WUI mean 
that the Formula has functioned to the extent that ali unrouted 
traffic is distributed to one or — of the IRC's and that the 

. industry during this period has continued to grow, prosper and 

generally serve the public. 

However, any Formula, no matter how inequitable and 
contrary to the public interest, would operate satisfactorily 
under the criteria of RCA and WUI. For example, a Formula which 
arbitrarily assigned all dacoueen traffic to one of the IRC‘'s 
would also “operate satisfactorily" to the extent that unrouted 
traffic filed by the public with The Western Union Telegraph 


Company (Western Union) would be transferred to an IRC for over- 


seas transmission. Even under this patently arbitrary and 
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inequitable distribution the industry would continue to function 
and serve the public. No matter how arbitrarily and inequitably 
this traffic is distributed, we have no doubt that the industry 
would continue to function end serve the public to some extent. 
However, the question is not whether the industry and the public 
it serves could survive a continuation of the present inequitable 
Formula. The question before the Commission is whether the pre- 
sent Formula is "just, reasonable and equitable" and whether the 
public would be better served by a revised Formula. 

RCA and WUI also have argued that any change in the 
present Formula would result in excess plant capacity for the 
carriers now $avoted under the Formula and require carriers 
receiving increased traffic under the revised Formula to acquire 
additional plant capacity. However,.in this regard, it should 
be noted that unrouted telesraph traffic originating on Western 
Union's system only represents approximately 12% of total tele- 
graph traffic handled by the IRC's. It is apparent that any 
change in the distribution ctf unrouted traffic which may be 
directed in this proceeding would not result in significant 
excess capacity in the plants of the carriers now favored under 
the present inequitable Formula. It is also apparent that any 
additional traffic which may be accorded the presently disad- 
endbeees carriers under an scudeabie Formula to be prescribed 


by the Commission could be handled by them with little addi- 


tional plant investment. 
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II. RCA And WUI Have Not Presented Any Basis To 
Justity An ividentiary Hearing 


The present anticcated Formula has been in effect for 
over thirty years. ITT's “Complaint” for revision of the Formula 
| has been pending for over ten years. Since ITT's "Complaint" was 
designated for separate investigation in Docket No. 19660 almost 
two years ago, numerous pleadings have been filed by all inter- 
ested carriers. In addition, all relevant statistical data has 
been submitted to the Commission by the International Quota Burear 
or by Western Union. Althovgh the interested carriers have ex- 
pressed differing views as to the conclusions which should be 
drawn from the data and infermation which has been submitted in 
this proceeding, there is essentially no dispute as to any of the 
material facts relevant to this investigation. 

: | Neither RCA nor WUI have indicated any additional facts 
which they hope to present through any evidentiary hearing which 
have not already been presented in their pleadings. Certainly, 
RCA‘'s ceeobent to bring a parade of "experts" before an Adminis- 
trative Law Judge to "testify" to their opinion as to how the 
Commission should decide this case is an obvious delaying tactic 
which should be summarily rejected by the Commission. 

III. Proposed Revisions Of The Other Carriers 
A. Western Union 
Western Union has suggested that the sender be required 


to specifically route all international traffic via one of the 


IRC's. This suggestion is supported in a draft report prepared 
by the Policy Support Division of the Office of Telecomnunications, i 


U.S. Department of Commerce. The other IRC's in their "Supplementa 
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Comments", we believe, have adequately shown that this suggestion 
is impractical. We will merely add to the comments of the other 
IRC's by pointing out that Western Union's proposal also outa no. 
even achieve Western Union's goal of reducing it: involvement in 
the routing of traffic amons the IRC's. It seems quite apparent 
that if customers were required to route all traffic substantial 
Western Union operator time would be required to explain the avaii- 
able routing options to customers, increasing Western Union's 
landline haul costs. Moreover, it is inevitable that Western 
Union would be continually involved in disputes with the IRC's 
relating to whether its operators have fairly and adequately ex- 
plained routing options to customers. 

Western Union has also suggested as an alternative that 
all unrouted traffic be transferred to the IQB or some other 
agency of the IRC's. This suggestion, although relieving Western 
Union of an apparently unwanted function, would clearly delay the 
transmisssion of unrouted traffic and should he rejected out of 
hand as contrary to the public interest. 

B. WUI's Proposal 

WUI, perhaps in recognition of the weakness of its 
basic position chat the present Formula should not be revised, has 
for the first time suggested alternative revisions in its 
Seon tenetad Comments”. eich of these are patently designed 
to allow WUI to continue to enjoy a large measure of the unfair 
advantages accorded to it under the present Formula. 

WUI's Proposal No. 1 is not really a proposal for 


revising the Formula but rather a proposal to delay any revision 


of the Formula. Thus, WUI suggests that the carriers themselves 


«t— 
462 


agree to emend the Formula within the Internaticnal Formula Com- 
mittee (IFC). As even a cursory reading of the <ivergent views 
in the pleadings in this proceeding reveal, however, it is quite 
apparent that all interested carriers could not agree on the appro- 
priate revisions of the Formula. Since WUI seers concerned about 
a revision of the present voting rights of the carriers within the 
IFC, it may be suggesting that the Formula be revised in accordance 
with the majority vote of the IRC's. TRT, of cczurse, strongly 
objects to any proposal for the Commission bo astesate its respon- 
sibilities for revision of the Formula to an IRC plurality. 

WUI's Proposal No. 2 is to continue in perpetuity the 5. 
present inequitable distribution of unrouted tra=fic as reported 
in the Western Union study. This would obviously do nothing to 
correct the present inequities under the Formula ane would pro- 
vide no basis for a modification of the distribution of traffic 
to reflect current conditions. 

WUI's Proposal No. 3 wo..d be a minor improvement over 
the present Formula in that some of the glaring enomalies would 
be eliminated. However, distribution still would unreasonably 
be based essentially on the market shares of the carriers in 
1942. Moreover, there also would be no mechanism to modify the 
distribution of traffic to reflect current conditions. 

€. 71's Proposal 

ITT proposes to have all unrouted traffic distributed 
to the IRC's having direct circuits to a country in proportion 
to the number of routed messages each carrier received from 


Western Union. In this regard, we agree that the distribution 
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S . : * e J 
of unrouted traffic in proportion to each carriers share of 


Western Uzion routed traffic provides a logical and equitable 
distribution method which recognizes the competitive nature of 
the industry. However, ITT by proposing that traffic only be 
routed to carriers operating direct circuits has introduced an 
element which would have an anti-competitive effect nearly as 
great as the present Formula. ITT's proposal would dceprive 
smaller carriers of a fair share of unrouted traffic for the 
enrichment of the larger carriers. Thus, the effect of ITT's 
proposal would be to tend to keep the small carriers small and 
the large carriers large perpetuating the present competitive 
imbalance within the industry. Sovesver; there is absolutely 
n® reason to Geprive a carrier operating indirectly to an over- 
seas point of a share of unrouted traffic proportional to its 
share of routed traffic which it is able to obtain in competition 
with the other carriers. 

In support of its proposal, ITT states the distribu- 
tion of any unrouted traffic over indirect routes would frustrate 
the Commission's determination of the amount of competition among 
IRC's which is reasonable and in the public interest. We are 
somewhat at a loss to understand what ITT means by this statement. 
The Commission has, of course, always permitted carriers to com- 
pete for traffic over indirect routes and to our knowledge no 
one has ever denied that such competition is in the public 
interest. In a similar vein, ITT argues that the distribution of 


any unrouted traffic to carriers operating indirectly would 


deprive a carrier of traffic to points which the Commission had 


authorized it to serve directly and reward another carrier 


not so certified. In response to the argument, suffice it to 464 
say that the Commission in azthorizing direct circuits, clearly 
never intended to grant a monopoly to those carriers peeing 
Girect circuit authority. 

ITT further argues that the distribution of any un- 
routed traffic over indirect routes would result in a lower 
quality of service to the public. In this regard, TRT will agree 
that all other factors being equal direct service can be expected 
to result in better service than indirect service. However, all 
other factors are never equa:. Especially with respect to mes- 

sage traffic, direct versus indirect routing is a relatively 
minor factor affecting overall service quality. Thus, indirectly 
routed traffic is usually automatically switched in the transiting 
country and received in the terminating country moments after it 
is transmitted by the originating carrier. Thus a much more sig- 
nificant factor affecting overall service quelity is the speed 
and accuracy of the originating IRC in formatting and sending the 
message, whether it is transmitted to the country of destination 
over a direct or an indirect route. 

TRT receives substantial routed traffic via its indirect 
routes which, we believe, indicates customer satisfaction with 
TRT's services. Thus, we submit that to the extent that TRT or 
another carrier is capable of successfully competing for and re- 
‘taining routed traffic via its indirect routes, it should not be 
artificially excluded from handling unrouted traffic to those 
points as proposed by ITT. 

Finally, ITT argues that the distribution of any un- 


routed traffic over indirect routes would produce an unneces~ 
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rary impact on the US balance of payments as a result of lower 465 


US retaineé revenues. RCA at page 11 of its Suprlemental Com- 


ments makes a similar argument. ITT and RCA impliedly assume 
that the retained revenue on indirectly routed traffic is sig- 
nificantly lower than for directly routed traffic. This is not the 
case. The retained revenue for indirectly route¢ traific is 
generally comparable to that applicable to directly routed 
traffic. in this regard, TRT compared the division of tolls on 
file with the Commission for the top 21 sudeess traffic points 
as reportec by the Commission. To 11 of these points TRT operates 
_ indirectly although one or more of its competitors operates directly. 
To two of these major points TRT's retained reverues were actually 
higher than its competitors operating on direct circuits. Overall, 
TRT's retained revenue for these'11 points was, cn the average, 
less than a pemny per word lower than its competitors operating 
via direct circuits. 

Moreover, checcueneeey’ od unrouted traffic that would 
be transferred to carriers operating on indirect routes quite 
obviously would not be sufficient to materially affect the inter- 
national balance of payments. A carrier generally operates on an 
jndirect basis to overseas points because it has not yet built 
up sufficient traffic to that point to justify a direct circ it. 
Under a formula which transfers unrouted traffic in proportion to 
<a carrier's share of routed traffic, only a minor share of 
unrouted traffic would be distributed over indizect routes. 
Certainly, any de minimis effect which the transfer of un- 


routed traffic to indirect routes might have on the international 


balance of payments does not justify ITT's inequitable and 
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anti-competitive proposal any more than it would justify the com- 
plete exclusion of carriers from markets for which they have not 
been authorized to operate direct circuits. 

IV. RT's Proposal 

TRI On pages 16-20 of its Comments filed herein on 
July 8, 1974 has proposed two alternative revisions of the Formule 
which, we respectfully submit, will provide equitable and logical 
methods for proportioning unrouted traffic. In seeking an equit- 
able, logical method for proportioning unrouted traffic among all 
IRC's, the two fundamental criteria should be simplicity and flexi- 
‘bility. The simplest methoé, and a fair method, would be to pro- 
portion unrouted traffic equally between all IRC's serving each 
destination without regard to message category or length. 

TRI's second alternative proposal is essentially that 
each carrier should be allocatee a percentage of unrouted traffic 
to each destination it serves directly or indirectly in proportior 
to that carrier's share of the total routed Western Union trattic: 
We submit that this is a logical and fair method which gives due 
recognition to the verdict cf the marketplace as to the relative 
Capabilities of each IRC to handle the traffic. Moreover, it is 
@ method «hich rewards rather than penalizes a carrier for carry- 


ing specifically routed traffic, and one which provides an incen- 


tive rather than a disincentive to improve the services it pro- 


vides to and rates charged the using public. 


RCA implies that the implementation of TRT's proposal 
would have a severe adverse impact on its Operations, alleging 
at page 12 of its “Supplemental Comments" that it would lose 


approximately $3,000,900 of outbound GIT per year under the TRT 
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Plan. However, we submit that a more meaningful measure of the 


impact of the revisions proposed by TRT is set forth on Table 5 
of its Supplemental Comments. Table 5 shows the effect of TRT's 
Proposed Formula revision in terms of net US retained revenue, 
which excludes payouts to foreign correspondents. As shown on 
Table 5, RCA's revenue tose ander TRT's proposal would be $1,229,985 
or only aprroximately 18 of its total revenues from regulated 
operations. | 

WUI argues at page 13 of its "Supplemental Comments" 
that ITT's proposal and by implication TRT's also is arbitrary 
by making the distribution of unrouted traffic dependent on the 
' @istribution of routed traffic. In this regard, WUI argues that 
routed traffic is by and large business oriented traffic while 
unrouted traffic is largely social traffic. However, we submit 
that each carrier's share of routed traffic provides the only 
objective measure available of the public's view as to the rela- 
tive merits of the various carriers. Moreover, we note that WUI, 
although arguing that the proposals of ITT and TRT are illogical 
and arbitrary, does not even contend that there is any logical 
basis for the existing Formula or any of the revisions which it 
has proposed. 

WHEREFORE, TRT respectfully requests the Commission to 
promptly revise the Formula to provide for distribution of un- 
routed traffic which will be just, reasonable, equitable and in 


the public interest. 
Respectfully submitted, 
eee me CATIONS CORPORATION 


1747 Pennsylvania Ave. NW « Robert Moman 
Washington, D.C. 20006 


August 28, 1975 
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Before the 
FEDERAL COMMUNICATIONS COMMISSION 
Washington, D. C. 20554 


In the Matter of 


International Record Carriers‘ Scope 


of Operations in the Continental Docket No. 19660 


el 


United States, Including Possible RM-690 
Revisions to the Formula Prescribed 
under Section 222 of the Communica- 
tions Act. 

OQ i REPLY OF WESTERN UNION 


The Western Union Telegraph Company (Western Union) 
herein files its Reply to the Supplemental Comments of Western 
Union International, Inc. (WUI), RCA Global ‘mabout hana," tbe 
(RCA), ITT World Communications, Inc. (ITT), and TRT Tele- 
communications Corporation (TRT) in the above-referenced 


proceeding. 


€) 1. Without addressing the merits of the IRC's suggested 


changes ‘in the international formula, Western Union again 
emphasizes its position that there exists no reason why 
it should continue to play a role in the distribution of is 
unrouted cablegram traffic. Western Union's burden in such 
‘ @istribufion should be eliminated or greatly reduced, e.g-, b : 
| requiring that all cablegrams be specifically routed by the 
sender or by having Western Union transfer all unrouted 
traffic to the IgB for distribution. 
2. 


As Western Union has previously stated, we find that 


the existing Formula is becoming increasingly incompatible 


with requirements of the modern handling and processing of 
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international telegrams. The implementation of the changes in 
distribution under the Formula impeded to some extent the efficient 
handling of international telegrams even in the past, when 


such handling was done manually. The problems of implementing 


the Formula in the context of Western Union's computerized 
switching system present much greater problems. In this 
regard, it is estimated that the capital cost of programming 
the Company's computers to provide the current distribution 
would be approximately $150,000. Substantial additional 
programming cost would be incurred each time changes in the 
existing distribution would be made pursuant to the Formula 
quota provisions to reflect changing traffic patterns. 

Finally, one proposal of WUI is worthy of specific com- 
ment. That carrier sugg.. ts, as one alternative to the present 
method of distribution, that the carriers themselves could work 
out amendments to the international formula which would be 
acceptable to all participants. While this suggestion or 
other similar alternatives may be attractive to the other 
IRC's, if Western Union continues to be part of the distri- 
bution procedures no change should be made without the 
concurrence of Western Union. Additionally, whatever method 
of distribution is adopted should be simple, and compatible 
with Western Union's method of operations. For example, fre- 
quent changes should be avoided and the language of the 
revised Formula should be complete and precise making clear, 


among other things, that all capital costs incurred by 
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Western Union be borne by the international carriers. 


In sum, Western Union again urges the Commission to 
find an alternative to Western Union's role in the distri- 


bution of unrouted international messages. 


Respectfully submitted, 


THE WESTERN UNION TELEGRAPH COMPANY 


Skee fo 
oe, “eo 


Laurence Singer 


1828 L Street, N.W. 
Suite 1001 
Washington, D. C. 20036 


Its Attorneys 


§) of Counsel: 

, R. C. Hostetler, Esq. 
One Lake Street 
Upper Saddle River 
New Jersey 07458 


August 14, 1975 
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Mr. D. N. MacLeod, General Manager 
Canadian-Pacific Telecommunications 
Paris Du Canada (5th Fioor) 
Montreal 3, Quebec, Canada 

(AIR MAIL) 
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Before the 
Federal Communications Commission 
Washington, D. C. 20554 


in the Matter of 


Docket No. 19660 
RM-690 


International Record Carriers’ Scope of 
Operations in the Continental United States, 
Including Possible Revisions to the Formula 
Prescribed Under Section 222 of the Communi- 
cations Act. 


Nee Net ee et ee Oe 


TO: The Commission 


PETITION FOR STAY 
RCA Global Communications, Inc. (RCA Globcom) hereby 
i requests a stay of the Commission's Report and Order and Notice 
of Proposed Rulemaking released January 7, 1976 ("the Decision"). 
Tye Decision found unlawful the existing formula governing the 
discribution of unrouted international telegraph traffic originating 
=n the system of The Western Union Telegraph Company (Western 
tnion) and prescribed, pursuant to Communications Act § 222(e) (3), ' 
= new interim formula to be effective March l, 1976. RCA Gldbcom 


submits that the Decision fails to satisfy the statutory 


requirements of the Communications Act and fails to support 
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the findings that the existing formula is unlawful or that a new 
formula should be prescribed. Accordingly, RCA Gldbcom requests 
that the Commission stay its Decision while prompt judicial review 


of the Decision is sought.* 


Preliminary Statement 


The Decision repeals, effective March 1, 1976, the 
formula which has governed distribution of unrouted international 
telegraph traffic since 1943. The Decision, based upon a complaint 
submitted by ITT World Communications Inc. (ITT Worldcom) and 
the written comments submitted by interested carriers and others, 
concluded that the existing formula is unjust, unreasonable, in- 
equitable and not in the public interest. To replace it, the Com- 
mission has prescribed an “interim formula" which will distribute 
to each international carrier unrouted telegram traffic in pro- 


portion to its share of routed telegram traffic. The new formula 


*RCA Globcom had intended initially to file this petition for 

Stay shortly after the Decision was formally issued. However, as 

a result of informal contacts with Western Union, it appeared that 
that carrier would be unable to make the necessary administrative 
and operational changes to meet the March 1, 1976 date for changing 
to the interim formula. Accordingly, we decided to wait until this 
information was confirmed and presented to the Commission. This 
presentation was made on February 3, 1976 and, it now appears that 
the interim formula cannot become effective before March 21, 1976 
at the earliest. Therefore, this petition for a stay is being sub- 
mitted substantially before the earliest possible implementation 
Cate of the interim formula. 


Fs 
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is intended to be an interim measure pending further proceedings on 
whether, ultimately, customer routing of all overseas telegram 
traffic should be required. However, while clearly intended to be 
interim in nature, the formula prescribed by the Comission will 
increase, as explained in detail below, Western Union's charges to 
the international carriers for administering the distribution of 
traffic by approximately $150,000-$200,000 per year and result in 

a deterioration of service. The Decision al: denied earlier re- 
quests by RCA Glébcom and Western Union International, Inc. (WUI) 
for the convening of oral evidentiary hearings under Section 222(e) (3) 
of the Communications Act and the Commission's Rules before the 


issuance of a decision on the lawfulness in the existing formula. 


Errors In The Decision 

The Decision bases its conclusion that the current 
forrmla is inequitable and no longer in the public interest on 
two primary findings. First, the Commission said that the formula 
"represents a market sharing device which is by definition anti- 
thetical to the free flow of competition which Congress sought to 
encourage and enhance." (Decision p. 2) RCA Gldbcom submits that 
a simplistic reliance upon "competition” as the benchmark to determine 
the "public interest" in the present forma is unwarranted in 
law, FCC v. RCA Communications, Inc., 346 U.S. 86 (1953), Hawaiian 


“olephone fo. v. FCC, 498 F.2d 771 (D.C. Cir. 1974), and not 


consistent with the philosophy of regulation. RCA Gldbcom and 

the others invoived in this proceeding are regulated common carriers 
precisely beczuse Congress long ago recognized that "competition" 
cannot serve as a final measure of every detail of the nation's 
international communications capability. 

Second, the Decision found that "under the present formula, 
it is apparent that for all carriers there is no relation in fact 
(either direct or inverse) between a given carrier's handling of routed 
traffic and its handling of unrouted traffic." (Decision p. 13) 

The Decision did not, however, articulate reasons why it is necessary 
for such a relationship to exist. 

RCA Gldébecom submits that neither finding supports the 
conclusion that the present formula is unjust, unreasonable, in- 
equitable, or not in the public interest. In addition to these 
basic deficiencies, the Decision is replete with other sub- 
sidiary findings which are little more than speculative conclusions 
unsupported by substantial evidence or, in many cases, by any 
evidence at all. The Decision includes such unsupported assertions 


as; 


‘distortions have made the formula inequitable and have 
worked against the public's interest in a strong, 
efficient message service - p. 3; 
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*the formula originally called for proportioned dis- 
tributicn of unrouted traffic - p. 14; 


-the formula provides a danger that service may not 
be improved - p. 17; 


-distortions in distribution are injurious to the 
public interest - p. 17; 


‘the formula stifles user choice - p. 26; 


-the formula harms carriers by denying unrouted traffic 
- Dp, 265 


-the formula disregards the public's role - p. 12; 


-carriers have not effectively sought @o reach users 
~ DP. 27; 


-public interest will be served by reliance upon con- 
sumer choice - p. 35. 


The Decision's numerous unsupported findings demonstrate 
that its ultimate conclusions on the existing formula are not based 
upon substantial evidence, but are an arbitrary and capricious 
product of speculative theorizing. A Decision so grounded should 
be vacated. See Bowman Transportation, Inc. v. Arkansas - Best 


reicght System, Inc. 


, 419 U.S. 281, 285 (1974); Nader v. FCC, 


S20 F.2d 182, 193 (.C. Cir. 1975). 


The prescription of a new interim formula by the Commission 
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is equally faulty. In this respect, the Commission failed to treat 
the effect of the new formula on the carriers or the public--an 
issue which it had designated for comment by the parties and on 
which substantial reliance had been placed in a prior Commission 
decision on the formula. See 30 F.C.C. 380 (1961). The Commission 
did not address the argument, which had support in the paper comments 
and which was unrefuted by the opposing partic., that the public 
would be adversely affected if a formula were prescribed that gave 
an incentive tor excessive sales expenditures. Rather, without 
even addressing the adverse effects therefrom, the Commission 
stated that it expected the carriers to ready a new advertising 
campaign leading to millions in new costs to solicit routings 
from users who have domonstrated everyday for many years that they 
simply do not care.* 

Finally, the Commission failed to address the operational 
practicality of the interim formula. This failure has resulted 


in the prescription of a formla which will not only be more 


*The Commission has failed to adequately consider that under modern 
computer technology, outbound telegram traffic is being transferred 
automatically from Western Union to the overseas circuits of the 
international carriers. 
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costly to administer but will also result in degradation of service 
to the public. As the Commission's staff and the parties were 
informed on February 3, 1976 at a meeting requested by Western 
Union, the implementation of the interim formula will entail an 
annual additional recurring cost of $150,000 to $200,000.* But 
even more striking is that the added complexities of the interim 
formula will result in a degradation in service of at least 20 
minutes for each of approximately one-half o1 the unrouted messages 
now handled. 

Therefore, we submit that the Commission failed to dem- 
onstrate that the interim formula will conform to the statutory 
requirements of Section 222(e) (3). 

Furthermore, the Commission's refusal of the request by 
RCA Gldbcom and others for evidentiary hearings was a prejudicial 
error which denied to the Commission a record adequate for the 


decisional process which the Commission pursued. In light of 


*It should also be noted that the above costs apply only if the 
interim distribution of unrouted messages is done on a manual 
basis. If the interim formula were to be extended, efforts to 
computerize “he distribution would be made at an unknown but sub- 
stantial cost. Western Union estimated that the programming task 
would take nine months. 
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Section 222(e) (3) '. requirement for a full hearing, the denial 

of such hearing was more than bad practice, it was legal error. 
United States v. Storer Broadcasting Cp... 351 U.S. 192, 202 (1956) ; 
International Harvester Co. v. Ruckelshaus, 478 F,2@ 615, 620 

(D.C. Cir. 1973); American Telephone & Telegraph Co. v. FCC, 

uug F.2d 439, 451 (2d Cir. 1971); Langevin v. Chenango Court Inc., 
uu7 F.2d 296, 300-01 (2d Cir. 1971). See also 5 U.S.C. § 553(c) 
(1970). RCA Globcom submits that the parties: posed, and the 
Commission ignored, factual issues* which required a full evidentiary 


4 


record. 


*The Commission should have heard evidence on such questions as 
these: 


‘whether and in what respect does equitable distribution 
require a relation between routed and unrouted traffic; 


-what carrier actions lead to overages and deficiencies 
under the present formula; 


-how, if at all, the formula acted as a disincentive to 
improved service; 


“the extent to which formla changes will lead to dupli- 
cation of facilities and increased solicitation costs; 


-whether and in what way increased competition will benefit 
the public; 


(con'd. on next page) 
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As a result of the above listed deficiencies, RCA Gldbcom 
submits that the Commission's holding on the existing formula and 
the new formula is based on an inadequate record, does not conform 
with the statutory standards of Section 222(e) (3), and is not 
supported by adequate and necessary findings by the Commission. 
American Telephone & Telegraph Co. v. FCC, supra, 4u9 F.2d at 
450-51; see National Ass'n of Motor Bus Owners v. FCC, 460 F.2d 
561, 565 (2d Cir. 1972). In short, the Commission has not satisfied, 
in terms of either procedure or substance, the requirements imposed 
by Section 222(e) (3) as a condition of cancelling the current 
formula and prescribing a new one. 


J 
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(con'd. from preceding page) 


‘whether service on WU originated traffic is better to countries 
where a single carrier receives all the unrouted traffic than 
to countries where unrouted is shared or vice versa; 


-how and in what specific respects can service on WU originated 
traffic be expected to improve as a result of a change in the 
formula; 


-is there any evidence that unrouted filers care which carrier 
handles their traffic; 


‘whether the public is willing to pay the increased cost of 
solicitation and what that cost will be. 


These issues, while relevant to any proper decision-making process, 
could not be developed within the restrictive procedural format 
provided by the Commission. 
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A Stay Is Proper Until The 
Requirements Of Section 
222 (e) (3) Have Been Satisfied 

The preceding sections demonstrate that the Commission's 
rejection of the old formula and prescription of a new formula 
failed to comply with Section 222(e) (3) of the Communications 
Act and, therefore, cannot sian’. Certainly, there is strong 
reason for believing that a com’t of appeals may so hold. The 
Commission's action also works such grievous harm upon RCA Gldébcom 
that its implementation: should be stayed while judicial review 
is sought. 

RCA Gloébcom submits that the issuance of a stay is 
especially appropriate in view of the fact that the formula 
scheduled to become effective in March is only interim in nature 
and represents only a step towards the ultimate formula that the 
Commission stated it believes should be prescribed. Since comments 
on the Commission's proposal are to be filed March 26, 1976, there 
is no reason for the Commission to effectuate an interim formula 
which will cause substantial disruption of existing distribution 


patterns, add unnecessary cost, and degrade service to the public. 
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Consequently, this factor should be given great weight by the 

Commission in its deliberation on the instant petition for stay. 
The courts have enumerated the following circumstances 

in which a stay is proper. 


The petitioner has made a strong showing that it is 
likely to prevail on the merits of its appeal. 


The petitioner has shown that without such relief it 
will be irreparably injured. 


The public interest will not be harmed. 
The issuance of a stay will not substantially harm other 
parties, See e.g., Virginia Petroleum Jobbers Association v. 
FPC, 259 F 2d 291 (D.C. Cir. 1958). 
Those standards also have been used by the Commission in determing 
whether a stay should be granted. See Request for Stay of FCC 
Schedule, 52 F.C.C. 2d 224 (4975). Application of those four 
standards to the present facts demonstrate that the Decision 


should be stayed. 


Likelihood of Success. The Commission's Decision, for the reasons 


already noted, conflicts with the requirements of Section 222(e) (3). 


The Decision was rendered in disregard of that statute's require- 


ment for a full hearing. It was rendered upon an inadequate and 
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incomplete record. Important factual "findings" in the Decision 
respecting the old formula are in many instances incorrect and 
in others so devoid of any basis as to be arbitrary and capricious. 
With respect to the interim formula prescribed by the Decision, no 
adequate findings have been made. In light of these substantive 
deficiencies, RCA Glébcom has strongly demonstrated that it is 
likely to prevail on the merits of its appeal. 
Irreparable Injury. The irreparable injury that will be sustained 
by RCA Gldbcom should a stay be denied is caused by the fact that 
RCA Gldbcom will lose annu..lly approximately 412,000 United States 
originated telegrams. This will cause RCA Gldébcom to sustain an 
outbound revenue loss of approximately $428,000. Some 530,000 
telegrams of foreign origin also would be lost to RCA Globcom 
causing an annual inbound revenue loss of $1,600,000. The traffic 
foregone and the revenue lost is irretrievably gone and cannot be 
recovered at some later time. 

Furthermore, should the old formula be tossed aside 
and an interim formula put in effect pending an appeal, RCA Globcom 
and the other IRC’s and Western Union will be compelled to develop 
their technological plans and communication services on a conditional 


basis since the duration of the new formula would be in doubt. This 


» 
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commercial uncertainty will lead to inefficiencies, not readily 
quantifiable in terms of dollar effect, in the operations of RCA 
Gldbcom and presumably other carriers. 

Moreover, should the interim formula take effect, large 
increases in sales and advertising expenses will become immediately 
necessary. RCA Gldbcom estimates its additional telegram marketing 
expenses will increase dramatically, especially if it is seriously 
going to try to effectively reach users in the hinterland who do 
sot now route and who number in the hundreds of thousands, to the 
extent of $342,600 a year. Failure to reverse the Commission's 
interim formula will render such added expenditures a further 
unrecoverable and irreparable injury. RCA Gldbcom believes those 
added expenses to be contrary to the public's interest in an 


efficient and economical overseas telegraph system. 


Effect on Public Interest. The stay sought will not harm the 


telegram users--not one of which has asked the Commission for the 
change to cur knowledge ; its denial will. Once the interim formula 

takes effect increased sales efforts to garner overseas traffic will 

become the order of the day as the Commission staff recognized. The 


Commission has not yet considered, much less determined, the adverse 


effect this in the long run will have on the public. The most likely 
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result is that the increased overall costs will lead ultimately to 
a corresponding increase in charges to the public. 

As noted neat the public will also be injured during 
the interim period by the fact that approximately one-half of the 
unrouted messages now eecauea will be delayed under the administration 
of the interim formula for periods estimated by Western Union to 
be 20 minutes or more. In addition, it should be noted that the 
meager findings which the Commission.made concerning possible 
benefit to the public from the interim formula were highly con- 
jectural in some cases and simply incorrect in others. There cannot 
be any short term detriment to the public if the effectiveness of 
the interim forma is stayed. 

The combination of the above factors indicate that stay 
of the Decision will probably result in benefits to the public 


and, at worst, will not have any adverse effect. 


Lack of Substantial Harm to Others. While revision of the formla 
works irreparable harm to RCA Gldbeom, a stay of the Decision 
preserves the position of the other carriers. Destruction 


of the old tears down what RCA Gldbcom has developed over thirty 


years--a communication service geared to handle an anticipated 


i 


telegram volume and to generate a resulting level of revenues. 

By having the interim formula to go into effect, the telegrams 

and revenues anticipated by RCA Globcom are taken from it and 
distributed to other carriers. The net effect of this unjustified 
redistribution is that RCA Glébcom is left with a substantial loss 
while other carriers reap an unanticipated and unjustified revenue 
windfall. 

Beyond the above, the thought that an extension, de 
judicial review, of a distribution system that has enabled all 
carriers to expand service and to do so profitably for over thirty 
years will cause substantial harm to other carriers flies in the 
face of reality. The relief sought would work no substantial harm 
to other carriers or the public. It would merely continue, for a 
limited period, a condition under which all have operated for 


three decades. 
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Conclusion 
For the reasons set forth in this petition, RCA Globcom 
requests the Commission to order a stay of its formula Decision 
rendidg judicial review. 
Respectfully submitted, 


RCA GLOBAL COMMUNICATIONS, INC. 


s/ Francis J. UeRosa 


s/ Carl J. Cangelosi 


Its Attorneys 
60 Broad Street 
New York, New York 10004 
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AFFIDAVIT OF CLAUDE DAOUD 


STATE OF NEw YORK 


) 
i See 
) 


COUNTY OF NEW YORX 


Claude Daoud, being duly sworn, upon oath deposes and 
states as tollows: 

I am employed by RCA Global Communications, Inc. as 
Administrator, Operating Arrangements and Flanning. I performed 
an evaluaticn of the loss in terms of messages and dollars for 
vvaffie both originating in the United States and in overseas 
locations that would result if the Commission's decision on the 
international formula were to become effective. The evaluation 
took into account the actual distribution to be made on a per 
acuntry basis with the actual division of revenues applicable to 
traffic to the inudividual countries. The figures appearing on 
page 1! are the result of the study that was performed and are 


corvect to the best of my knowledge and belief. 


\ . 
Kyron ‘ 
Claude Daoud 


- Sworn to betore me this 


-day of Februery, 1976. 
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Notary Public — 
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AFFIDAVIT OF MARTIN FINKELSTEIN 


STATE OF NEW YORK ) 
7 sa. 

COUNTY OF NEW YORK ) 

Martin Finkelstein, being duly sworn, upon oath deposes 
and states as follows: 

1. I am employed by RCA -Global Communications, Inc. 
(RCA Globecom) as Director, Switched Services Marketing. In this 
position, I am responsible for the marketing of RCA Gldbcom's tele- 
wean service. As a result of the Commissiot.'s decision on the 
international formula, I have been engaged in preparing plans for 
inereasing RCA Gldébcom's sales effort to solicit traffic which has 
been heretofore unrouted. The dollar figure appearing on page 13 
was an estimate prepared by me and is intended to represent the 
initial minimum expenditure that will be necessary under the 
interim formula. Undoubtedly, a mich larger increase in sales 
expenditures will be necessary in the future as the other inter- 
rational earriers also increase their solicitation efforts under 
the interim formula. | 

2. The estimate appearing on page 13 is correct to the 


Sect of my knowledge and belief. 


“woen to berore me this Martin Finkelstein 


re dav of February, 1976. 


oS 


, “ iat sire 
Notary Public NGTARY F.C “rh 
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CERTIFICATE OF SERVICE 


I, Mary S. Ruedi, hereby certify that on this llth day 
of February, 1976, I mailed a copy of the foregoing document by 
United States mail, postage prepaid, to the following: 


Walter R. Hinchman 

Chief, Common Carrier Bureau 
Federal Communications Commission 
1919 M Street, N.W. 

Washington, D.C. 20554 


Leon M. Kestenbaum, Esq. 

The Western Union Telegraph Company 
1828 L Street, N.W. 

Washington, D.C. 20036 


Howard A. White, Esq. 

ITT World Conmunications Inc. 
€7 Broad Street 

New York, New York 10004 


Ernest Brod, Esq. 

Western Union International, Inc. 
One WUI Plaza 

New York, New York 10004 


Mr. J.A.Berenger 
The French Telegraph Cable Company 
: 25 Broad Street 
| New York, New York 10004 


John F. Copes, Esq. 

Stephen S. Melnikoff, Esq. 

James 0. Juntilla, Esq. 

Staff Counsel 

Common Carrier Bureau 

Federal Communications Commission 
1919 M Street, N.W. 

Washington, D.C. 20554 
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on 


John D. Jackson, Esq. 

American Satellite Corporation 
20300 Century Boulevard 
Germantown, Maryland 20767 


United States-Liberia Radio Croporation 
1200 Firestone Parkway 
Akron, Ohio 44317 


David H. Lubetzky, Esq. 

TRT Telecommunications Corp. 
1747 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


Me. D.N. MacLeod, General Manager 
Canadian-Pacific Telecommunications 
Paris Du Canada (Sth Floor) 
Montreal 3, Quebec, Canada 


“Mr. H.J.Clarke, General Manager 
Canadian National Telecommunications 
151 Front Street, West 

Toronto, Ontario, Canada 


Charles Miller, Esq. 
Covington & Burling 
388 - 16th Street, N.W. 
Washington, D.C. 20006 
(Counsel for TRT Telecommunications Corp.) 


s/ Mary S. Ruedi 


Before the ewe? 492 
FEDERAL COMMUNICATIONS COsti 
Washington, D. C. 20 


In the Matter of ) 

) 

International Record Carriers’ Scope of ) 
Operations in the Continental United ) Docket No. 19660 
States, Including Possible Revisions to ) RM-690 \ 
) 


the Formula Prescribed uncer Section 222 
of the Communications Act 


To: The Commission 
MOTION FOR EXTENSION 


The Western Union Telegraph Company ("Western Union") 
hereby moves the Commission to extend the March 1 deadline for 
the implementation of a new interim formula governing the dis- 
tribution of unrouted international cablegram traffic (as estab- 
lished in the Commission's Report and Order and Notice of Pro- 
posed Rulemaking, released January 7, 1976, F.C.C. 75-1430) until 


March 21, 1976. In support of this motion, Western Union states 


At the present time, Western Union receives approximately 
59,000 unrouted international cablegrams each week at its computer 
center in Middletown, Virginia. About 26,000 of these unrouted 
cablegrams are destined to "exclusive" areas (i.e., areas to 


which all unrouted traffic is sent via a single IRC) and can be 


sent automatically to a specific IRC directly from our Middle- 


Minneapolis where they are sorted, and in most instances, tallied 
fi 
by hand. 


The new “int cim formula" proposed by the Commission 


in its Report and Orde. of January 7 would eliminate "exclusive" 
destinations and would require -- until the entire process could 
be computerized -- that all 59,000 weekly messages be sorted and 


tallied manually at our Minneapolis facility. This would just 


about double the number of messages to be handled at Minneapolis. 


In addition, the process of tallying and sorting the messages re- 


ceived would become more complex because 


(1) The number of separate oversvas destinations would 


be increased from 34 to 195, and 


The messages themselves would have to be tallied 
£2 
in multiples of 100, whereas, at present, messages 


are tallied on the basis of simpler ratios. 
Extensive modification of our existing facilities in 
' Minneapolis will be required before Western Union is able to handle 
the almost doubled volume of traffic and more complicated sorting 


occasioned by the Commission's new interim formula. New channels 


‘will have to be ordered between Minneapolis and the various incer- 


rr 


About 6,600 messages sent to Minneapolis are to "exclusive" 
areas receiving comparatively little traffic. These messages 
must be sorted but ngt tallied at Minneapolis. 


For example, under the new interim formula, the distribution of 
unrouted traffic to the Senegal Republic would break down as 
follows: 9.88% to French Cable; 96.72% to ITT; 49.42% toa RCA; 
.14% to TRT and 13.84% to WUI. In order to give each carrier 
the unrouted traffic it is entitled to under the formula to 

the nearest percentage point, the operator must keep track of 
at least 100 messages. 


na:.onal carriers; the sending speed of certain existing channels 
to the IRCs will have to be increased from 75 to 100 words per 
mi:ate; new teleprinters and other equipment will have to be ordered 
and. installed; and, existing facilities will have to be rearranged 
to make room for the additional: equipment placed on line. The 
expanded and reorganized facilities at Minneapolis will then have 
to be thoroughly tested before being brought into service. 
: Equally important, the distribution of unrouted cable- 
grams under the new formula will require the addition of a minimun 
of seven new employees at our Minneapolis center to assist with 
the increased sorting and tallying involved. Pursuant to our 
existing labor agreement we must post the bulletins for the new 
positiops involved here (operators and clericals) for seven con- 
secutive days. Western Union will then have an additional seven 


days in which to award the positions to successful applicants. 
' 

If no bids or an insufficient number of bids are received from 
within the company, Western Union will then seek applicants 
outside’ Once the seven positions have been filled, we estimate 
that a two week training period will be required simply to “Sach 
the new operators the "switching" phase of their work. In addiction, 
further training will be required for the operators to familiariz 
them with all methods of operation. 

Western Union will not be able to complete the extensive 
renovation and expansion of facilities at its Minneapolis center 
or train the necessary employees in time tc meet the March 1 dead- 


: r < 3 + e hy 
line for implementing the new formula. ur best estimate at tn 


present time is khat the necessary preparations -- which have alreasy 


a. 


commenceé and are proceecing without delay -- will be completed on 

or shortly before March 21. We therefore urge that the Commission 

extena the present March 1 Gate until March 21, when Western Union 

will have the facilities and manpower to undertake the additional 

burdens placed upon it by the new formula. 
We have been authorized to state by counsel for the 

principal parties in interest here -- ITT World Communications, Inc., 

RCA Global Communications, Inc., TRT Telecommunications Corporaticn, 

Western Union International, Inc. ~~ that they have no objection to 


the extension requested herei 


po 


WHEREFORE, for the foregoing reasons, The Western Union 
Telegraph Company respectfully requests that its Motion for Ex-- 
tension be granted and that the date for the implementation of a 


new interim formula governing the distribution of unrouted inter- 


national cablegram traffic be extended to March 21, 1976. 


Respectfully submitted, 


THE WESTERN_UNION TELEGRAPH COMPANY 


a bbe 


( emir Sam ReNEa 


-"/ 4 YA ag = 
February 19, 1976 i ier / ~-l- 


Leon M. KestendDaum 


1828 L Street, N. W. 
Washington, D. C. 20036 
€ Counsel: Its Attorneys 
R. C. Hostetier, 58g 
One Laxe sStreec 
Uoper Saddle River, N 2. 07958 
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CERTIFICATE 
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OF SERVICE 


I hereby certify that I have this day served a copy 


of the foregoing document, filed with the Federal Communications 


Commission on behalf of The Western Union Telegraph Company, by 


United States mail, first class postage prepaid, on the following: 


Walter R. Hincnman, Esquire 
Chief, Common Carrier Bureau 
| Pederal Communications Commission 
- 1919 M Street, N. W. 
| Washington, D. C. 20554 


» John F. Copes, Esquire 
Stephen S.\ Melnikoff, Esquire 
James O. Juntilla, Esquire 
Staff Counsel 
Common Carrier Bureau 
Federal Communications Commission 
1919 M Street, N. W. 

| Washington,-D. C. 20554 


John D. Jackson, Esquire 
American Satellite Corporation 
20300 Century Boulevard 
Germantown, Maryland 20767 


United States-Liberia Radio Corp. 


1200 Firestone Parkway 
Akron, Ohio 44317 (AIR MAIL) 


Dated: 


February 19, 1976 


Mr. J. A. Berenger 

The French Telegraph Cable Co. 

25 Broad Street 

New York, New York 10004 

Roger Newell, Esquire 

Western Union International, Inc. 
One WUI Plaza 

New York, New York 10004 


John Ligon, Esquire 

ITT World Communications Inc. 
67 Broad Street 

New York, New York 10004 


Roderick A. Mette, Esquire 

TRT Telecommunications Corp. 
1747 Pennsylvania Avenue, N. W. 
Washington, D. C. 20006 


Carl J. Cangelosi, Esquire 

RCA Global Communications, Inc. 
Sixty Broad Street 

New York, New York 10004 


Luisa Virginia Girlando 


